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SIZE & LOCATION 


Hongkong (‘Fragrant Waters’) has 
a total area of only 390 square miles. 
This includes the island of Hongkong, 
32 square miles!; Kowloon, the ex- 
tremity of a peninsula on the main- 
land of China, 3 square miles; the leased 
New Territories, inland from Kow- 
loon2 and some other islands with 
an aggregate area of approximately 
355 square miles. The Colony therefore 
consists of the principal island, some 
other islands and part of the main- 


1 The Island is about 11 miles long 
and 2-5 miles in width, its circumfer- 
ence being about 27 miles. It con- 
sists of an irregular ridge of lofty 
hills rising to a height of nearly 2,000 
feet above sea level with few valleys 
of any extent and little ground for 
cultivation. The feet of the hills are 
in the sea. Beaches have been re- 
claimed in the city area but there is 
little scope for development. 

2On the mainland a parallel range 
of much the same height as that of 
the main island rises no less steeply 
but with a wider margin of flat land 
along part of the coast. Behind this 
barrier are other ranges and a little to 
the westward two peaks exceed 3,009 
feet in height. The New Territories 
include 75 adjacent islands most of 
which are uninhabited. In recent 
years the great value of the moun- 
tainous mainland has been that it pro- 
vides, from a number of catchments 
and dams, much of the water which 
the urban areas of Kowloon and Hong- 
kong so desperately need during the 
four dry months. 1n earlier times the 
peninsula was needed for the defence 
of the island and of the ships in the 
harbour. 
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land of China. Kowloon, the tip of the 
peninsula, is within the Colony proper 
but the New Territories are held on 
lease from China ‘to Great Britain for 
@ period of 99 years from 1898. 

Most of the island and the main- 
land is a series of steep and barren 
granite ridges with narrow valleys and 
small flat areas along the coast. All 
small patches of non-urban cultiv- 
able land are devoted to farming. The 
population of over one and a half 
million (in 1941) was concentrated 
along a tew miles of the North shore 
of the island? and on the peninsula 
immediately opposite it (Kowloon). 
The urban area on both island and 
mainland is nat more than 10 square 
miles in all. 


3 This city has been designated Vfc- 
toria but it is more usually referred to 
as Hongkong. 


This small territory is situated just 
within the tropics off the South East- 
ern coast of China and may be said to 
form the lower extremity of the left 
bank of the estuary or delta of the 
Pearl River, Some 90 miles upstream 
lies the Jarge Chinese city of Canton 
in the Kwangtung Province while the 
Portuguese Colony of Macao is nearby, 
also in the delta. 

The island is separated from the 
mainland by an almost  land-jocked 
harbour which is roughly a mile wide 
at the peint where ferries run between 
the two urban areas of Victoria 
(Hongkong) on the island and Kow- 


leon on the mainland. The Colony 
has a lengthy cvastline and a Jand 
frontier with China proper. In fact 


Hongkong has been described as “in 
the fuil sense of the word, Chinese, 
though not China.” 

Located as it is on the edge of 
China, Hongkong’s geographical situa- 
tion makes it an excellent distribution 
centre for the trade of South China 
and its fine harbour is able to accom- 
modate ships of all sizes and types. 
Its situation and facilities promote the 
transmission of goods and people 
through the Colony but the geographi- 
cal factors which promote Hongkong’s 
commerce tend also ito reduce the 
effectiveness of administrative con- 
trols over such trade. Nevertheless, 
while its location mitigates against 
some aspects of government regula- 
tions, the smallness and compactness of 
the Colony on the other hand makes 
possible to a marked degree an ex- 


ceptional measure of supervision by 
the public authorities. 
ADMINISTRATION 
A. Early History 
We are primarily concerned with 


the effects of government actions but 
a glance at the constitutional pbatk- 
ground may help as a ‘guide to the 
economic foreground which is our main 
preoccupation. From the 26th January, 
1841, when formal possession of the 
island was taken by Britain till the 
25th December 1941, when the Japan- 
ese entered, the form of administraticn 
in Hongkong had changed superficially, 
almost beyond recognition, but funda- 
mentally not at all. 

The administration of 1841 was 
based on a_ ‘Chief Superintendent of 
Trade of British Subjects in China’ 
(Captain Charles Elliot R.N.) charged 
with the Government of Hongkong. 
From 1843 the Chief Superintendent 
was appointed the Governer and Com- 
mander-in-Chief of Hongkong, but 
while responsible for the affairs of the 
Colony each Superintendent continued 
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to act, till 1857, as the plenipotentiary 
of the British Government for the 
whole coast of China and the China 
Seas. 

In July 1843, Executive and Legisla- 
tive Councils, as required by the Royal 
Charter, were created but were  con- 
fined to three official members. Seven 
years later, in June, 1850, the first two 
unofficial members were appointed to 
the Legislative Council. 

The alterations and subsequent in- 
creases in the size of the Legislative 
and Executive: Councils from time to 
time were developments towards self- 
government but the Governor’s ad- 
visers were appointed and not elected. 
They were not. at any time representa-. 
tive of the bulk of the population, For 
our purposes it js sufficient to note 
that Hongkong, despite a growing de- 
gree of advice from local organisations, 
was in 1841 (and still was a hundred 
years later) a part of the British Col- 
Sper Empire administered from Lon- 

ion. 


B. The Constitutional Position in 1941 


The ccnstitution immediately prior 
to the Japanese occupation followed 
the usual British Colonial model of a 
Governor aided by the two Councils. 
Legally the Governor had sole control 
of the administration, legislation and 
finance of the Colony subject, of course 
to the final decision of-the Colonial 
Office in London. The Executive and 
Legislative Councils were appointed 
not elected, were purely advisory and, 
in any case, had official majorities. 
From time to time in the Colony’s 
stormy history this power of the Gov- 
ernor was exercised in no uncertain 
manner. In more recent years, how- 
ever, the Governor had in practice 
exercised his legal powers with mo- 
deration and was greatly influenced by 
the wishes of the Councils. It was 
customary for the Governor to force 
through legislation against the will of 
the Councils only on the comparatively 
rare occasions when the Colonial Office 
insisted on the enforcement of a policy 
which was locally. unpopular.t 

The structure of the Legislative 
Council was similar to that of the 
House of Commons, but with the im- 
pent exceptions that (a) its mem- 

rs, instead of being elected by con- 
stituents, were nominated by the Gov- 
ernor, (b) it was presided over by the 
Governor and not a neutral Speaker, 
(c) the votes of the official members 
were regulated by something much 
more stringent than a party whip, and 
(d) there was no Upper Chamber al- 
though there was a senior body (the 
Executive Council).2 


1L. A. Mills, “British Rule in 
Eastern Asia” published by Oxford 
University Press, London, 1942 p. 396 
says: “Legally the Governor is an au- 
tocrat, and when the Imperial Govern- 
ment decides that any policy must be 
adopted, legality and actuality coin- 
eide. This is far from being an every- 
day occurrence, and at other times the 
inhabitants of the Colony have much 
more ‘power. in reality than constitu- 
tional appearances would indicate.” 


‘ 
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The English Common Law, modified 
by Hongkong Ordinances and Chinese 
custom, formed the basis of the Col- 
ony’s legal system.3 

Legislation followed the usual 
course: The First Reading of the Bill 
with an exposition by the Introducer 
(usually the Attorney General), but no 
debate; an interval of a week or more, 
then the Second Reading after debate 
(if any) on general principles; Commit- 
tee of the whole Council, the Governor 
remaining in the chair, considering the 
Bill clause by clause; Third Reading 
and Passing. Any Bill when passed 
went direct to the Governor for his 
assent and in due course to the King 
in London for non-disallowance, 

Besides legislation proper there could 
be the usual questions and answers 
on government matters; motions on all 
sorts of issues; and laying on the table 
of papers of interest to the Council. 
Private Members’ Bills were rare. 

There were various committees of 
the Legislative Council of which the 
most active and most important was 
the Finance Committee which consist- 
ed of all eight unofficials under the 
Chairmanship of the Colonial Secre- 
tary. Besides the Chairman the only 
official Members were the Financial 
Secretary and the Director of Public 
Works, so that the unofficials had nor- 
mally a very large influence over all 
financial matters. Besides the Colony’s 
annual Budget this Committee consi- 
dered a large number of supplemen- 
tary votes for urgent items not includ- 
ed in the various Departments’ approv- 
ed estimates. In normal times meet- 
ings, like those of the Legislative 
Council itself, were held in public and 
reported in the local MHanserd, the 
official Gazette and the local press. 

In latter years the Colony’s laws had 
become so far settled that the great 


2The official Members of the 
Legislative Council were the Senior 
Military Officer, the Colonial Secretary, 
the Attorney General, the Secretary 
for Chinese Affairs and the Financial 
Secretary, all ex officio. Besides these 
there were four other official Members, 
heads of departments selected abitrari- 
ly by the Governor for this office. In 
addition to these nine officials there 
were eight unofficial Members, all ap- 
pointed by the Governor, generally 
three of Chinese race and one Portu- 
guese. Of the remaining four (British 
of European race) one was nominated 
by the whole body of Justices of the 
Peace and one was nominated by the 
general Chamber of Commerce but 
even these nominations were subject 
to the approval of ‘Downing Street.’ 
(The London Street in which the Col- 
onial Office is situated.) 

3L. A. Mills op. cit. pp. 380-381 
says: “The British have evolved a 
modus operandi which might be defined 
as Anglo-Chinese co-operation based on 
mutual explanations and persuasion 
and on respect, wherever possible, for 
Chinese wishes and customs. Where 
compromise is impossible the popula- 
tion is required to obey; but the ad- 
ministration has often modified West- 
ern standards and, above all, has tried 
not to move too far in advance of 
Chinese public opinion.” 
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majority of the Council’s work, apart 
from current finance and occasional 
criticisms of the administration, con- 
sisted of amending and consolidating 
existing Ordinances. 


More important than the Legislative 
Council, was the Executive Council 
which, under oath of secrecy, met at 
least once a week besides deciding a 
multitude of questions by the circula- 
tion of locked bags. Its normal com- 
position was the five ex-officio officials 
already mentioned as being on the 
Legislative Council, plus one other 
official selected by the Governor, plus 
three unofficials one of whom had 
latterly been of Chinese race. The 
Executive Council combined the dual 
functions of the British Cabinet and 
Privy Council. In the latter capacity 
the Governor in Council passed numer- 
ous Regulations (equivalent to Orders 
in Council) strictly within the scope 
of ‘enabling’ clauses in Ordinances 
which had been passed by the Legis- 
lative Council. On the other hand the 
Executive Council was, like the 
Cabinet, consulted by the Governor on 
all important questions of policy, and 
its prior approval was needed before 
the introduction into the Legislative 
Council of all Government Bills. 


There were in normal times about 
twenty government departments of 
varying size and importance. The head 
of each was expected to comply with 
Calonial Regulations, particularly on 
the financial side, to look after the 
discipline and well-being of his staff, 
to prepare his budget requirements a 
full year ahead and above all to en- 
sure that the public was adequately 
served. Innovations could be intro- 
duced in various ways:—If of minor 
importance and within the corners of 
his estimates he would be expected to 
proceed on his own initiative; ques- 
tions of policy would be referred to 
the Colonial Secretary who either 
submitted them to the Governor or 
approved (or disapproved), “by com- 
mand” for the Governor; major points 
of policy would be _ referred to the 
Executive Council by the Governor. 
If either new legislation or financial 
provision were required, this perforce 
went down to the Legislative Council 
in the form of a draft Bill or for in- 
clusion in the Estimates or for im- 
mediate Supplementary Vote. There 
was also an Urban Council, of which 
the head of the Sanitary Department 
was, ex officio, chairman. This Coun- 
cil’s functions and authority were 
more restricted than its title suggest- 
ed and were’ subordinate in many 
respects to the executive authority 
of government. Even the Council's 
power to originate subsidiary legisla- 
tion in matters concerning public 
health and conservancy was_ subject 
to confirmation by the Legislative 
Council. 


C. The Japanese Occupation 
Hongkong fell to the Japanese Army 
on the 25th December, 1941, and re- 
mained under Japanese administration 
for three years and eight months. At 
a stroke the British administration 
was superseded and almost the entire 
British population, with the exception 
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of a handful of medical personnel, was 
‘interned in camps and was_ guarded 
as close prisoners. Many Europeans 
of Allied countries were similarly 
treated but most non-Europeans were 
allowed comparative freedom _ of 
‘movement and employment unless they 
were suspected of being opposed to 
the Japanese. 

The Japanese governed by martial 
Jaw under qa military administration 
but they also set up councils which 
acted in an_ advisory capacity. Im- 
mediately after the occupation of the 
Colony a Hongkong Rehabilitation 
Committee was appointed by the 
General Officer Commanding, Sakai, 
and the chairman of this committee 
was in fact the senior member, Sir 

’ Robert Kotewall, of the Chinese com- 
‘munity on the British Executive Coun- 
cil which had just been supplanted. 
Sir Robert, (in giving evidence at the 
trial of a Japanese, Colonel Noma Ken- 
nosuke, in January, 1947) stated that 
he had accepted this and later posi- 
tions under the Japanese at the re- 
quest of senior British officials who 
had told. him to co-operate with the 
Japanese authorities for the sake of 
the Chinese community. 

In March, 1942, a new Japanese 
Govérnor, Liewt-General Isogai arriv- 
ed in Hongkong and the Rehabilitation 
Committee was succeeded by two 
bodies, a Chinese Representative Coun- 
cil and a Chinese Co-operative Coun- 
cil. The function of the.Representa- 
tive Council was to act as‘an inter- 
mediary between the Japanese Gov- 
ernment and the Chinese community, 
-and according to its constitution the 
members were to report to the govern- 
ment, when directed, the sspirations 
and opinions of the Chinese people and 
to explain to the Chinese community 
‘the wishes and orders of the Japanese 
‘Government. The Representative 
Council was expected to understand 
the requirements of the Chinese public 
‘through the means which the indivi- 
dual members of the Council had of 
ascertaining public opinion, and also 
through the Co-operative Council. 


This second Council composed of 
representatives of various Chinese 
interests such as shipping, banking 


‘Tun on Western lines, native banking, 
education, public health, labour and 
general interests of the public. Each 
member of the Co-operative Council 
besides his general duty to the public 
as a whole was expected to ascertain 
‘the wishes of the particular section 
he represented. When there was any 
representation or complaint to be 
made each man would bring up such 
representation or complaint at a meet- 
ing of the Co-operative Council and 
the minutes of such deliberations were 
forwarded to the Representative 
Council. Such matters were then 
taken up by the Representative Coun- 
cil with the government either at a 
«Governor’s meeting or at a meeting 
with the head of the Civil Affairs De- 
partment or with the head of the 
Gendarmerie. The functions of the 
‘Co-operative Council were, therefore, 
similar .to those of the Representative 
Council, mainly acting as intermediary 
‘between the government and the 
Chinese community with the exception 
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in procedure that the representations 
of the Co-operative Council had to 
go through the higher Council. 

Recent trials of collaborators and 
Japanese Officials have revealed ac- 
tions, often horrifying, of the adminis- 
tration. 

The Japanese authority in Hongkong 
remained supreme for three years and 
eight months until 15th August, 1945, 
on which day the Japanese Emperor 
issued his rescript calling upon his 
armed forces to lay down their arms. 


D. Hiatus 


Major political change is usually 
clear-cut and decisive but the handing 
over of the Japanese administration 
to a British one proved to be an ex- 
ception to rule. 

Japan surrendered so much earlier 
and more suddenly than the most 
optimistic of allied planners had 
anticipated that there was a fourteen 
day delay between the date of the 
Japanese surrender and the occupation 
of the Colony by an allied military 
force. During those days there was 
some doubt as to whether the first 
troops to arrive in force would be the 
advance guard oof Generalissimo 
Chiang Kai-shek’s Chinese army, Gen- 
eral MacArthur’s South West Pacific 
forces which were mainly American, 
or the British armies of Admiral 
Mountbatten’s South East Asia Com- 
mand. In fact units of the British 
Pacific Fleet were the first to arrive 
and they set up a military adminis- 
tration. 

In the hiatus period the Japanese 
authorities withdrew their guards over 
internment and prisoner of war camps 
and a number of officials of the 1941 
administration accompanied by key 
personnel of essential service and 
public utility companies proceeded to 
Hongkong and for a brief uneasy 
period governed the Colony while the 
Japanese army kept order. 


POPULATION 


The population of Hongkong’ rose 
from 7,450 persons at the first census 
in 1841 to approximately 1,639,000 in 


March 1941. The growth over the 

years may be seen from _ following 

figures: 
B48 Vests, evavspaust nes cles. 1018 7,450 
OBL ater sicty cask wees 119,321 
LBB Oita. ttncetecsnersr aie 160,402 
TOOL Jeter con spoerones 300,660 
LOD Ter recs eeycaehe ie uats 625,166 
4 se uc rates eae exeke ous 1,639,000 


With only minor checks in a few odd 
years the population of Hongkong rose 
rapidly over the century under re- 
view. If spread evenly over the 
Colony’s 390 square miles, a population 
of 1,639,000 gives a density of some 
4.200 persons to the square mile. But 
the population was concentrated in 
the twin cities of Victoria on Hong- 
kong island and, facing it across the 
harbour, Kowloon on the mainlard. 
The population in Kowloon’ which 
grew rapidly into a new business 
centre more than doubled between 
1921 and 1931 and this high rate of 
increase was, of course, continued dur- 
ing the abnormal population growth of 


the late thirties. The overcrowding 
of the city areas is reflected in the 
Colony’s housing problem 


Racially Hongkong was at all times 
overwhelmingly Chinese. Prior to 1906 
the proportion of non-Chinese oc- 
casionally reached more than five per 
cent of the total population but after 
that date there was never five per cent 
of non-Chinese persons in the Colony. 
During the late thirties the proportion 
fell until, in 1941 the population was 
made up as follows: — 


AMeCVICAN «ac toe 400 
British’ 2. .ce eee ans 8,000 
Chinese’ «.7..... «.mmeme 1,615,000 
Tagan giro tener 7,400 
Portuguese ......... 2,900 
Other Europeans 2,900 
Miscellaneous ...... 2,100 
It will be seen that, at this time 


there were over 98 Chinese for every 
2 non-Chinese. As nearly half the 
non-Chinese were Indians, the per- 
centage of Europeans in Hongkong in 
1941 was barely one. 1941 was, how- 
ever, an abnormal year. Most Euro- 
pean womenfolk had been evacuated 
from the Colony as the threat of in- 
vasion became greater. The percentage 
of Europeans had been higher in all 
previous years. Nevertheless it was 
always low. 

Variation in population in Hongkong’ 
was much more dependent on immi-- 
gration and emigration than on births 
and deaths. From the earliest days: 
of the Colony, Hongkong was a field 
of free immigration for the Chinese 
and also the gateway of overseas 
migration in particular southward to 
Malaya. There was no restriction on 
the movement of non-Eluropeans to 
and from the Colony and changes took 
place on a very large scale whenever 
the relative conditions in China and 
the Colony varied. At all times of 
political and economic distress in 
China there were great pulsations of 
immigration. Moreover, prosperity in 
Hongkong always bought an influx of 
immigrants attracted by the prospect 
of better wages than were obtained 
in China, while conversely, depression 
or illness in Hongkong led to the de- 
parture of unemployed back to their 
home villages. 


With the insecurity that prevailed 
in China for many years and the grow- 
ing tendency of the Chinese to bring 
their wives with them, the number of 
Chinese permanently settled in Hong- 
kong tended to increase, but never- 
theless a large majority of the Chinese 
population was always migratory. In 
1931 the census figures showed that 
almost a third of the Chinese popula- 
tion had been born in Hongkong and 
were therefore British subjects, though 
according to the National law of China 
they were also Chinese. The number 
of these who considered themselves as 
settlers and regarded Eongkong as 
their permanent home increased very 
ravidly in the lact decade. Of the 
urban Chinese in Victoria and Kowloon 
in 1931, 38.5 per cent had been over 
10 years in the Colony, under 16 per 
cent over 20 years, and 6.4 per cent, 
over 30 years. 
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The non-Chinese inhabitants, also, described. For instance, the labourers’ competition.’ Conceivably the various 
treated Hongkong as a temporary group could be subdivided into skill- systems by which the proceeds of every 
domicile. In 1931, 8.5 per cent only ed, semi-skilled and unskilled; the piece of work tend to filter through to 
had been residents for over thirty middle-class into skilled artisans, the largest possible number of individ- 
years. It was exceptional for a Brit- clerks, shopkeepers, officials, profes- als might be regarded as an elemen-- 
ish-European family to remain in the sional and small business men. tary form of practical socialism, with- 
Colony longer than the period during It is sufficient, however, for our oy¢ which the even more serious piro- 
which one or more of the family was purposes to consider very briefly the blem of complete unemployment of a 
actively employed locally. incomes of the four groups already large part of the population would have 
Hotaeone ie fetal eats ee aten eisnsare to be faced. We believe that there is no 
ing figures: (i) Labourers. escape from one problem or the other 
; Although the extremely low stan- 9 long as an enormous reservoir of 
Persons Persons dard of living of working people in population exists at our door, unless it 
leaving entering every part of the East is a matter of % @ “remedy which presents very 
Year. Hongkong Hongkong common knowledge it is necessary to serious difficulties, namely, restriction 
1931 2,796,222 2,881,479 stress oink vt poverty Sr —. of immigration”. 
1932 27,449 2,975,2 art 0: to) ong’s population. e 5 
1933 3713389 rar ase level vot wages - ofthe: vast malic of - knee BONS bee wees pele 
1934 2,811,100 2,789,039 people is a matter of vital interest to the, tremendous a habs at MS —— 
1935 3,412,020 3,347,473 a government which is concerned Which raised “e a a oo . 
1936 2,987,772 2'977'205 with the economic foundations of its oughly one million fs oh ee 
1937 2,216,824 2,341,793 country. On wages and productivity Proximately one ans. he auer hes 
1938 1,952,212 2,057,084 rest the costs of production and on Millions by mid-1941. ovtunately 
1939 1,883,802 2,099,474 these costs ‘he prosperity or failure for the large numbers who lived on 
of the community are based. The ie. Dare fee ves art wee 
As the average lation durin economy of Hongkong, in common 5S =, v a = 
these ning bak eae less than Hed with other Eastern countries, was crease in industry in Hongkong and a 
million and on the average more than built up on cheap wages. ; consequent growth in the numbers 
The following wage scales in 1939 employed. Nevertheless a large sec- 


two million and a half people left and 
similar numbers entered each year, 
the scale of migration is seen to be 
huge. And even these stupendous 
figures record probably less than half 
the number of persons who actually 
came into the Colony and went out of 
it in each year as the official figures 
excluded those who travelled by junks 
without being included in the official 
returns and, of even greater impor- 
tance, the figures neglected all train 
passengers. This latter figure alone, 
for 1936, was some 1,740,000 persons 
and for 1937 approximately 1,702,000. A 
recent example of the effect of these 
omissions is to be seen in the official 
population figures after 1937. The 
influx of refugees during 1937 and 1939 
was estimated to be in the region of 
600,000. (The official population figure 
jumped from an estimated 1,072,000 
in December 1940 to 1,639,000 at the 
census taken in March 1941.) 


COST OF LIVING. 


A. Incomes. 

The social structure followed the 
pattern of modern capitalist countries 
and could be classified into labourers, 
middle-class, and upper class but, as 
in other Eastern. and Colonial Ter- 
ritories, the classes were complicated 
because of income differences between 
Europeans and non-Europeans. There 
were at least four major income 
groups: Labourers who were all non- 
European; a- non-European’ middle- 
class; a European middle-class; and 
an upper class which was partly Euro- 


pean but included many extremely 
wealthy Chinese. 
It is, of course, artificial to limit 


the social groups to four but by this 
means it may be possible to give a 
better indication of conditions in the 
Colony than by the simplification of 
describing only the two _ opposite 
groups of poor and wealthy. On the 
other hand the position would become 
too complicated if every grade were 


a) 


show the average rates for certain 


types of labourers: 


Female Factory Workers 
Factories) 
Carpenters 
Transport Coolies 
Tram Drivers 
Electricians 


These wages were for a day of 
about nine hours and in some cases 
included lodging. They may be rough- 
ly summarised in the generalisation 
that the daily rate in the Colony was 
close to the hourly rate in Britain, 

Although accurate statistics for 
earlier year's are very difficult to ob- 
tain, the low levels of 1939 were ap- 
parently higher than was the case 
twenty years earlier; but even the 
low nominal wage rates give but a 
part of the actual position which was 
described by the Housing Commission 
of 1935 in the following words: 

“Hongkong is a powerful magnet 
drawing to itself not only the seekers 
after work but hangers-on and para- 
sites of all kinds. The struggle for ea- 
istence is very severe. It is only too 
common, especially amongst unskilled 
labourers, to find three men doing the 
work of one and sharing remuneration 
which might be adequate for one but 
is certainly <«nsufficient for three; 
while the regular employee is fortunate 
if he is not maintaining a number of 
relatives out of his earnings. The sys- 
tem of contracting and sub-contracting 
is often carried to extreme lengths, and 
results, in many instances, in the in- 
ability of the final sub-contractor to 
pay even the low wages on which he 
has based his contract. Still more re- 
prehensible is the system by which 
individuals or organisations levy com- 
mission in return for introduction to 
employment, or exact blackmail in the 
guise of ‘fees for protection against 


(Cigarette 


tion was without regular employment 


Daily Wages 
In Sterling. 


Daily Wages 
in H. K. Dollars. 


30 to .70 444d to 10%d 
.80 to 1.30 1/- to 1/7i2d 
.60 to .70 9d to 10%d 
1.20 to 1.50 1/3d to 1/74%4d 
1.00 to 1.40 


1/3d to. 1/9d 


end existed on the verge of starvation. 

It could not be expected that such 
poorly paid labour was as productive. 
and efficient as European or American. 
with so much higher living standards. 
The industry of Hongkong was based 
on very poorly paid labour with 
a comparatively low output. 


(ii) Middle-class Non-Europeans. 

The white collared Chinese clerical 
workers received, taking the railway 
booking clerks as typical, a salary of 
$600 to $1,000 per annum in 1939. In 
sterling this represents about £63 per 
annum or roughly double the wage of 
the manual worker. This ratio is not 
dissimilar to that between manual 
and clerical workers in other countries 
and the parallel is to be seen also in 
the comparative customary standards 
of living. 

The wages of the non-European 
clerk reflected a standard of living 
which was higher’ than that of the 
manual worker but which, like the 
labourers, was very much lower than 
the Western level. The lower salaries 
were again reflected in a tendency 
towards lesser output than the Euro- 
pean average. 

The middle-class included persons in 
a wide range of occupations and in 
receipt of very divergent incomes. 
Within this group we are including 
teachers, journalists and shop keepers. 
To emphasize the disparity in income 
between Chinese carrying out these 
operations in Hongkong and_ persons 
in equivalent positions in other coun. 
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tries it is sufficient, perhaps, to quote 


‘one example. The apparent margin 
of profit taken by many retail shop 
keepers was sometimes nil. It was 


not unusual for retailers of pharma- 
ceuticals and groceries to sell some of 
their wares at the same price at which 
they received them from the whole- 
saler. The retailer was content to 
carry out his functions and receive 
only the profit on selling the case in 
which the goods were delivered in 
bulk to the shop. 


(iii) Middle-class Europeans. 


As has already been said, since 1906, 
the total number of non-Chinese in 
Hongkong had not reached 5% of the 
population and in the late thirties the 
percentage fell until, in 1941, the 
average was less than 2 non-Chinese 
to 98 Chinese. Of this two percent 
nearly half were Indian or other non- 
Europeans so it is no exaggeration to 
say that, in 1941, Europeans made up 
— than one percent of the popula- 
tion. 


As in other Eastern and Colonial 
countries, the small number of middle- 
class Europeans received very much 
higher salaries than those of the mid- 
dle-class Chinese. Most of the top 
positions in government and business 
were filled by Europeans and it is pro- 
bably a safe generalisation to say 
that the real salaries of the middle- 
class Europeans were about double the 
amount which was received for work 
of an equivalent grade in the countries 
from which the recipients came. There 
were no doubt exceptions to this rule. 
For instance, married men with 
families had often to maintain two 
homes while their children were being 
educated abroad and such abnormal 
expenses negatived the advantages of 
a high gross income The custom of 
employing more servants in the tropics 
had a similar influence. Real income 
Was augmented by the absence of in- 
come tax and the low cost of many 
goods and services but the incomes 
were usually spent rather than saved 
because of the high customary stan- 
dard of living. 


(iv) Upper Class. 


The taipans (or big business rneni) 
of Hongkong were largely European 
but there were always a number of 
very wealthy Chinese who made their 
home in the Colony. Vast fortunes 
Were made during the Colony’s stormy 
century of growth although much 
money was lost from time to time. 
In good years the taipan’s incomes 
have been very large and new firms 
have grown from small beginnings, 
but world influences and crises in 
China have often been reflected in 
Serious local depressions and old 
established firms have been forced into 
liquidation. 


B. Prices. 


Real income depends as much on the 
prices of those things which are nor- 
mally consumed as on nominal in- 
comes. Each of the four main income 
groups had a very different range of 
‘customary expenditure. It is sufficient 
for our purpose, however, to mention 
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briefly the importance of rice to the 
Chinese population, to note some price 
tendencies during the century, and to 
examine price movements over the 
decade immediately prior to 1941. 


Rice is the most important foodstuff 
to all the non-Europeans in Hongkong 
and the price becomes of greater im- 
portance as we descend the income 
scale. In the upper class, fabulous 
sums were spent on _ foodstuff of in- 
finite variety and in colossal quantities. 
A typical formal Chinese dinner was 
never less than ten courses and in 
the ‘good old days’ a single meal 
sometimes required three months to 
prepare and lasted for about three 
days. Annually the Chinese New Year 
has been celebrated by a series of 
feasts spread over about five days. 


At the other extreme the labourer 
lived on rice and if he could afford 
it he ate about a catty (1-1/3 lbs.) 
each day. Rice absorbs twice its 
weight of water when being cooked 
so that a consumption of one catty 
of dry rice means the eating of nearly 
four pounds of boiled rice. His rice 
might be seasoned with a little veget- 
able or he might sometimes be able to 
afford a small piece of egg, meat or 
fish, but his basic food was rice. Al- 
though it is an cver simplification, 
there is much truth in the often heard 
remark. that wages in Hongkong fluc- 
tuated with the price of rice and that 
on the cost of this one item, move- 
ments in wages could be regulated. 


A most important aspect of price 
movements within Hongkong was the 
effect of the Colony’s large interna- 
tional trade on its local prices. The 
population of Hongkong was small in 
relation to the volume of goods which 
passed through the Colony and _ sud- 
den changes in demand or supply in 
other territories often produced con- 
siderable local price fluctuations, but 
only rarely lead to even temporary 
shortages. Price variations in Hong- 
Kong might be accentuated by a shift- 
ing population which might or might 
not be connected with the price move- 
ments (migration resulted from rea- 
sons of health, politics or war as 
well as booms and slumps) but Hong- 
kong was so dependent on conditions 
in importing and exporting countries 


that vrior to 1945 it was thought 
dovbtful that internal rice move- 
ments could be effectively insulated 


from outside influences for any long 
period even if this were desirable. 


Prices in terms of local currency 
rose steadily over the century to 1941. 
Although prices in general rose the 
movement was not an even one. In 
1900, for instance, there was discon- 
tent in the European community at 
the rising cost of staple foods. The 
salaried workers complained that 
prices had risen but that there had 
been no corresvonding movement of 
wages. A Commission of enquiry was 
appointed and reported that there had 
been a rise in retail prices ranging 
from 20 to 100 per cent over the pre- 
vious five years. The Commission de- 
cided that the reasons for these in- 
creases were: 
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(i) Depreciation of silver which, by 
reducing the value of the currency 
had increased all prices. 

(ii) Higher cost of rice which, as a 
basic commodity, led to higher wages 
which were in turn passed on to the 
consumer in higher commodity prices. 

(iii) West river piracy increased the 
cost of supplies imported from the 
neighbouring parts of China. 

(iv) Increased rents payable by stall 
holders who sublet from those who 
rented from the government. 

(v) The enforcement of the sanitary 
laws which, by condemning as unfit 
for human consumption sick animals, 
increased the price of good meat. 

(vi) The augmentation of the mili- 
tary and naval forces in Hongkong 
and Manila as the sources of supply 
were limited and took time to accom- 
modate themselves to increased de- 
mand. 

The report of the Commission was 
an unsatisfactory document. It re- 
vealed discord between the members 
and the Chairman; it gave no statis- 
tics in either 1895 or 1900; it gave no 
detailed evidence in support of its 
general conclusions; it appeared to 
spend its energies almost entirely on 
one commodity—meat; and “bearing 
in mind the many objections to legis- 
lative interference in trade affairs”, 
its recommedations were confined to 
rather limited objectives. 

The six reasons given by the Com- 
mission for the rise in prices were 
not supplemented by detailed evidence 
within the Report but represented the 
considered views of the Commission. 
We are led to wonder why they were 
more applicable to the period 1895— 
1900 than to almost any other time 
between, say, 1870 and 1900. During 
the shorter period the value of the 
currency, as reflected in the exchange 
rates had remained fairly steady at 
about 21/- between 1895 and 1900. 
The variation of one or two pence 
was nothing when compared with the 
steady fall from 4/4 in December 1870 
to 2/- in December 1894. The Com- 
mission gave no evidence to show why 
the increased cost of rice had led to 
greater increases in the cost of other 
commodities nor did it explain why 
the cost of rice had risen. Piracy was 
a common-place during the whole of 
the nineteenth century and was no 
more in evidence during the five 
years covered by the Commission than 
in earlier periods. The Commission 
reported in the evidence taken that 
the rentals of stalls was a small item 
in the cost of meat and vegetables 
while the Veterinary Surgeon ridiculed” 
the suggestion that the price of meat 
was increased because of the many 
animals he was said to reject as unfit 
for consumption. He stated that cat- 
tle which were rejected at the slaugh- 
ter house were sent to the New Ter- 
ritories where they were killed and 
the meat then sent back to Hongkong 
for sale. The increased military 
establishment could have been a fac- 
tor as the non-Chinese population rose 
from 10,800 in 1895 to 14,800 in 1900 
but this rate of increase is not greater 
than that of some earlier years. : 

However, the fact that a Commis- 
sion was appointed shows that prices 
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had been rising appreciably and 
the causes given may well be the cor- 
rect ones although, from this distance, 
we may be inclined te say that the 
reasons held good, and with greater 
weight, over a very much longer 
period than the five years covered 
by the Commission. 

By 1939 the prices of staple food- 
stuffs, in terms of local currency 
(which had depreciated heavily from 
5/- in 1852 to 1/3d in 1939) had risen 
by roughly three times as the follow- 
ing table shows. 


Article Price in 1841 
—(cents per 
Rice (1st Grade) 3% 
» (8rd Grade) 2% 
Beet: Beanechicudes cas 12 
POC er ceatoesienscaeetens sie 16 
Foodstuff prices over the decade 


from 1930 to 1940 fluctuated to 
a surprising extent. The price of 
third grade rice fell from 9.2 cents a 
catty in 1930 to 4.9 cents in_1935 and 
rose to 10.0 cents in 1940. Fresh fish 
was about 26 cents a catty in 1930; 
31 cents in 1932 and 1933; 21 cents in 
1936 and 56 cents in 1940. Price move- 
ments of salt fish, beef, pork, oil, and 
firewood were equally substantial. 

It might be said as a very rough 
approximation that the price of rice 
was somewhere in the region of one 
fifth of the price of bread in Britain 
and it has been estimated that the 
workers cf Hongkong received about 
one eighth of the wages of British 
workers. (Other foods were also re- 
latively cheaper in Hongkong than in 
' Britain but these other foods were 
comparatively unimportant to the 
lowest income groups as they could 
afford very little more than rice.) On 
this very rough and ready basis it 
seems no exaggeration to state that 
the real as well as the nominal wages 
of the Hongkong workers were very 
much below the British level. 

During the Japanese occupation 
prices rose to very high levels and the 
standard of living fell, in cases, below 
the minimum necessary to support 
life, The price of rice reached Japan- 
ese Military Yen 270 per catty by 
August 1945. This compared with 
Military Yen 0.10 in the first half of 
1942. Pork rose to Military Yen 150 
per catty as compared with HK$0.81 
in 1940. The astronomical figures at 
the time of liberation must have put 
foodstuffs beyond the reach of the 
average wage earner. 

Firewood was said to have been 
rationed to the public through a num- 
ber of authorised sales depots until 
July 1944, The quota was 10 catties 
per week to each holder of a rice 
ration card. The prices were said to 
have been: — 


Date Official Unofficial 
price price 
(ML.Y. (M.LY. 

Date per picul) per picul) 
August 1943 .... 21 20) 
April 1944 ..... 25 40 
July 1944 ...... 35 70 
August 1944 .... A 120 
December 1944 . 230 
January 1945 .. : 300 


The increase in the black market 


price after rationing ceased was 
apparently four times in about six 
months. 


The reduction in Hongkong’s popu- 
lation gives stark evidence of the 
effect of prices on the standard of 
living. Conditions during the Japa- 
nese occupation were so abnormal that 
they need not be over emphasised in 
any work devoted to long range prob- 
lems. When considering the immediate 
post-war period the effects of the occu- 
pation are, however, of great weight. 


Price in 1939 Percentage of 1939 


catty) — prices to 1841 prices 
10 286 
7 280 
35 292 
54 337 
C. Housing. 
Although a very large number 


(approximately one tenth in 1941) of 
the Colony’s people lived pire in 
junks and sampans! there was an 
acute shortage of housing for many 
years, The population was concen- 
trated by the rugged topograph of the 
island and its adjacent peninsula into 
a_ small and strictly limited space. 
The ever growing congestion of the 
two main urban areas—Victoria and 
Kowloon—presented an almost in- 
soluble social problem. The perpetual 
housing shortage was bound up not 
only with the limited area of the 
Colony but also with the proximity of 
China where low standards of living 
prevailed, and resulted in a recurrent 
inflow of immigrants. Living conditions 
of. the sea-borne population were pri- 
mitive and _over-crowded beyond 
European experience, and the same ap- 
palling overcrowding and lack of facili. 
ties for even the barest comfort existed 
on land. To quote the Official Medical 
and Sanitary Report for the year 1930 
(p. 9): “The position today is that (on 
the island) 500,000 people are being 
accommodaed in an area not exceeding 
400 acres in extent where the streets 
are narrow and the houses four and 
five stories high. The density is 1,250 
to the acre. The people are packed to- 
gether in the houses like steerage pas- 
Sengers on emigrant ships. In some 
cases there are tiers of bunks placed 
against the walls as in the old fashion- 
ed ships, in others the rooms are divid- 
ed into cubicles or cabins each measur- 
ing perhaps ‘eight feet by eight feet 
and having partitions 6 feet in height. 
These cabins are not the temporary 
abodes of persons on a voyage but the 
more or less permanent homes of the 


1This is the literal truth 
5 Thou- 

sands of boats, some large b 
small, formed ‘an i i bert’ of ae. 
Colony’s economy, The tllonie Sauer 


The following fi 
oe ARP Census) show he Pek 
Sioa e inhabitants of Hongkong in 
Hongkong Urban 


es Cee 709,000 
ae CORN co Dao. hare 581,000 
er (ie. Living in Junks) 154,000 
New Territories Northing 10,000 
New Territories South 85,000 
Total Population ........ 1,639,000 
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people. There is little or no room for: 
kitchens, and latrine accommodation is 
limited to pail closets on the roofs of 
the buildings.” These conditions were 
described more fully in the Adminis- 
tration Report 1937 pp. 12-13 in the 
following terms: “The housing of the 
Colony is all privately owned, and con- 
trol is maintained by the operation of 
the Buildings Ordinance, 1935, the 
provisions of which also mould the 
character of housing. Generally the 
houses are built back to back in rows 
and are separated by a scavenging 
lane. These houses vary in height 
from two to four storeys according to 
the width of the street on to which 
they front, whilst the average height 
per storey is twelve feet. The house 
built prior to the 1903 Ordinance cover- 
ing the greatest part of the native 
quarter are of depths varying from 
forty feet to eighty feet, with often less 
than 100 square feet of open provided 
within the curtilage of the lot. On 
plan the usual frontage of each house 
is fifteen feet (a dimension owing its. 
origin more to early structural limita- 
tions than to economics) and a depth 
of about thirty-five feet, whilst each 
storey consists of one large room with 
a native type kitchen in the rear. This 
room is then subdivided by thin parti- 
tions seven feet high into three 
cubicles, each of which may accommo- 
date a family. A latrine is built: at 
ground floor level, one to each house 
irrespective of the number of occu- 
pants, and is common to all. Even in 
the latest types of tenements only one 
latrine per floor is provided to serve’ 
ten or twelve, or, in over-crowded 
houses, many more adults. The normal 
tenement possesses no means of pro- 
viding heat in cold weather.” 

In 1935 a Housing Commission was. 
set up and presented a report in 1938. 
The report revealed that there was an 
acute shortage of houses; that the ma- 
jor part of the population lived in 
Chinese-type tenement houses which. 
were built back to back in rows separ- 
ated by narrow scavenging lanes; that 
the tenements varied in height be- 
tween two and four storeys and the 
poorer section of the population was 
housed in the upper floors. The 
estimated that there were between 
100,000 and 110,000 families with an 
average of six persons to each family — 
and that to house between 600,000 and 
660,000 persons there were about only 
75,000 tenement floors in Victoria and 
Kowloon. 

In 1939 the density of population in 
the closely-packed 211 acres of the cen- 
tral portion of Victoria was officially 
estimated to be 917 persons to the 
acre, and it was estimated that in cer- 
tain parts of the waterfront the den- 
sity reached a maximum of 2,000 to 
the acre. Even these are grave under- 
estimates as they made no allowance 
for the refugee population. 

But overcrowding was not due sim- 
ply to the dearth of houses. The 
Housing Commission of 1935 said that 
whilst the latest type of tenement was 
healthy enough if each floor were oc- 
cupied by one normal family, the vast 
majority of workers could not afford 
sufficient money to rent a floor for use 
of one family alone and the result was 
that, in normal periods, there was over-: 
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crowding side by side with the empty 
tenements. By British standards the 
normal tenement floor would permit 
of only four adult persons living in it 
but by Hongkong standards two 
families, each of about six persons, 
could occupy a floor without over- 
crowding and poverty frequently com- 
pelled more than two families to share 
a floor. The poorest could afford onl: 
a ‘bed space’ which was often ‘home’ 
to a whole family. 

This then, was the position in the 
late thirties and it is probable that a 
similar picture would have been drawn 
at earlier periods had the same kind 
of investigation been made. As this 
work is concerned primarily with the 
activities of the state, it should be 
noted that, despite its findings, the 
Commission reported that no ‘“mea- 

“sures which could reasonably be taken 
could, in the immediate future, have 
any noticeable effect on the problem 
of overcrowding....although it consi- 
dered that some action was possible 
which, even though it would not put 
astop to overcrowding, might eventual- 
ly reduce its proportions.” To quote 
its own words, the Commission merely 
made “proposals which amount, in the 
main, to a recommendation that the 
problem be approached ab initio by 
experts who have made a special study 
of such matters as Town Planning, 
Housing and Slum Clearance.” 

In housing problems, the administra- 
tion was reluctant to impose any fur- 
ther control over the public than the 
enforcement of the 1935 Buildings Or- 
dinance which was mainly concerned 
with the standards of new buildings 
and very little with town planning or 
slum clearance. 

Housing in the New Territories was 
quite different from that of the urban 
areas and it might not be incorrect to 
say that, comparatively speaking, no 
problem existed. The rural population 
was not subject to the large scale in- 
fluxes of the cities. Conditions were, 
however, primitive and it seems advis- 
able to close with a description of 
rural housing from the Colony’s An- 
nual Report for 1946 as this may help 
to condition the European mind to the 
basis of all problems in the East—the 
poverty of the peasantry. 

The Annuai Report tells that: “.... 
the villages were for the most part 
built several generations ago. The 
houses are huddled together, often sur- 
rounded by a wall and sometimes by a 
moat; many of the walled villages still 
retain their heavy gates and some ad- 
here to the traditional routine of bolt- 
ing the gates at sunset against bandits. 
Village houses in the New Territories 
are known: as ‘ancestral property’ and 
are handed down from father to son 
and almost without exception occupied 
by the owner, who pays a small an- 
nual Crown rent to Government. They 
are usually built of locally made blue 
brick or cut granite with a tiled roof 
and cement floor though some of the 
poorer types are built of sun-dried mud- 
brick faced with plaster. A_ typical 
village dwelling consists of one ground 
floor room, entrance being made 
through the front door—there is no 
back door—into a partially roofed-over 
space, one side of which is reserved 


FAR RASTERN ECONOMIC REVIEW 


for cooking, and the other side for stor- 
age of dried grass, the principal fuel. 
An inner door gives entrance to the 
single room, the rear portion which 
is screened off with wooden partitions 
for use as a bedroom. Over this 
rear portion, raised some 8 feet above 
floor flevel, is a wooden platform or 
gallery known as the ‘cockloft,’ which 
is used for storage purposes or for ex- 
tra sleeping accommodation if the 
family is large. The house has no ceil- 
ing, except the rafters and tiles, and 
no chimney. Windows’ are _ rare. 
Dwellings are sometimes built in rows 
of a dozen or so in the larger villages, 
with the front of one row facing the 
back of another row; whilst at other 
times they are built haphazard to con- 
form with ‘Fung Shui’ (wind and 
water), a form of Chinese necromancy 
which traditionally governs the siting 
of dwellings and graves. The streets 
between the dwellings are usually not 
more than six to eight feet wide, and 
the drainage is primitive. Lavatories 
are erected apart from the dwellings, 
and are similar, though inferior, to 
those still found attached to some rural 
cottages in the United Kingdom. The 
houses are for thé most part kept in 
reasonable repair and the structural 
design is never altered. Furnishings 
consist usually of trestle beds, perhaps 
a table, and a few small stools.” 

With the extension of the Japanese 
“incident? to South China in 19388 the 
refugee population of Hongkong was 
swollen to an unprecedented number. 
The ‘normal’ population had reached 
approximately one million and the ‘re- 
fugee’ population was roughly an ad- 
ditional three quarters of a million by 
mid-1941. As the prospect of Japanese 
hostilities against Hongkong grew more 
pronounced, concerted efforts were made 
by the British authorities to induce re- 
fugees to return to their homes in 
China where these were not in the 
actual zone of Sino-Japanese fighting. 
These repatriation plans met with some 
success in the second half of 1941 and 
the population had probably fallen to 
about 1,500,000 at the surrender in De- 
cember 1941. 


During the Japanese occupation of 
Hongkong, most Europeans and many 


persons of other races were held as 
prisoners for the whole period and 
some were sent to forced labour in 


Japan, but the major part of the Chinese 
population were permitted comparative 
freedom of movement within and out of 
Hongkong. The Japanese administration, 
almost immediately after the capture 
of the Colony, made it clear by 
posters, repressive measures and for- 
cible ‘repatriation’ that they intended 
to redwee the population to about half 
a million civilians, Persons were not 
permitted to take any goods or wealth 
with them. (Travellers were often 
searchad as many as five times before 
they finally crossed the frontier.) 


The population bv the end of 1942 
was estimated to have’ fallen to about 
1,000,000 persons and the following 
vital statistics throw a strong light on 
conditions during the occupation: 
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Year Births. Deaths 
1940. ae: Me 10,343 83,435 
1948 ian aes 20,732 40,117 
19449) Asa on 13,687 24,936 
1945 3,712 23,098 
These figures have been interpreted 


by Dr. Selwyn Clarke in the following 
way: “lhe tall in deaths in 1943 com- 
pared with 1942 is accounted for by 
the corresponding reduction in popula- 
tion resulting from the compulsory 
evacuation tactics employed by the 
Japanese. Since no question arises of 
the return, of evacuated persons until 
after the collapse of the Japanese 
in August 1945 the actual increase in 
the number of burials in 1945 indicated 
a sharp rise in the death rate probably 
from starvation since the price of 
rice reached Military Yen 270. (or 
HK$1,080 at the rate of 4 to 1 which 
was in force at this time). This figure 
compares with M.Y. 0.10 (or HK$0.20 
at the earlier rate of 2 to 1) in the 
first half of 1942.” Investigations 
made at the public mortuariés at the 
time of the Japanese collapse indicat- 
ed that over one third of the deaths 
were due to starvation and deficiency 
diseases. 

The schemes of ‘repatriation’ carried 
out by the Japanese early in 1948 and 


again at the beginning of 1945 were 
extremely callous. 
The results of ‘repatriation’ and, 


more particularly the fantastic increase 
in the cost of living caused a shift of 
population on a scale such as is possi- 
ble only in a territory with the peculiar 
characteristics of Hongkong. From the 
estimated number of about one and a 
half millions at the end of 1941, the 
population fell in less than four years 
to certainly not more than 600,000, and 
probably only 500,000 persons. Two 
out of every three people, men, women 
and children alike, had evacuated 
Hongkong. When the alternative of 
insecurity and semi-starvation in war- 
torn and ravaged China is considered; 
these bare figures show with appalling 
clarity the attitvde of the Japanese 
authorities cowards the civilian in- 
habitants. the reduction in trade, and 
the difficulties of keeping body and soul 
tegether in Hongkong. 


FINANCE 


A. Local Currency and the Rate of 
Exchange 

It is not easy for the newcomer . te 
Hongkong to appreciate that until quite 
recent years the currency of the Colony 
was predominantly metallic, that the 
coins originated in many cowntries, 
that they were individually valued in 
accordance with their silver content 
rather than their denomination in their 
country of origin; and that counter- 
feiting and adulteration were so cus- 
tomary that money changers habitually 
‘chopped’ (stamped with their seal) 
genuine full weight coins which ¢ircu- 
lated at higher values than those which 
were not so chopped. 

Hongkong “currency has been shaped 
to harmonise with Chinese ideas and 
requirements” (E. Kann). Towards the 
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close, of the sixteenth century the 
Spaniards had inaugurated trade rela- 
tions with South China from their base 
in the Philippine Islands and the 
Spanish trade dollar became a recog- 
nised medium of exchange. Many other 
silver coins came into common circula- 
tion along the China coast during the 
following centuries and shortly ‘after 
‘Hongkong’s foundation the administra- 
tion declared Spanish, Mexican and 
other South American dollars, to be 
“standard in all matters of trade.” 
Chinese cash, Indian rupees (and their 
component parts) were also accepted 
as legal tender at fixed rates. In 1845 
an effort was made to put the currency 
on a gold hasis but the attempt failed 
within the year. Nevertheless, the 
Colony's budget was figured in pounds, 
shillings and pence until 1862 and Bri- 
tish coins were to be found in the 
Colony'’s currency — their value being 
related to their silver content. 


About 1852 the suggestion was 
mosted that a local currency should be 
created ‘‘on account of Mexican dollars, 
Indian rupees and British coins being 
at a discount with the Spanish dollar.” 
No action was taken for some years, 
however, until further fluctuations in 
the value of Mexican dollar which was 
becoming the dominant coin, prompted 
a proposal, in 1863, that a mint be es- 
tablished in Hongkong, and that it 
should issue a local dollar (and sub- 
sidiary coins) which would be the only 
legal tender. The suggestion was im- 
plemented and a Hongkong Royal Mint 
was established in 1866. The output 
of the local mint did not find favour 
with the population and it was circu- 
lated at a discount of 1% or more. The 
mint was closed two years later. 


In 1875 the supply to Hongkong of 
subsidiary coins from the London Mint 
started. In {895 a law was passed by 
which another British silver dollar 
was struck in India and wes made the 
standard coin. Nevertheless, the dol- 
lar coins of many countries, particular- 
ly the Mexican dollar, continued to cir- 
culate freely even after 1912, in which 
year an ordinance was passed to ban 
foreign coin. The governmeat issued 
large numbers of its own subsidiary 
coins but these did not immediately 
oust the Chinese subsidiary coins which 
were circulating in large quantities. 
There was a glut of small coins and in 
1916, because of this, Hongkong sub- 
sidiary coins were at an 8% discount 
against the dollar. There were. how- 
ever, other occasions when the Colony’s 
subsidiary coins were at a premium. 


From this brief review it will be seen 
that the early monetary problems of 
the Colon; in common with those of 
Britain during the same period were 
those of a metal coinage. The metal 
was silver. But unlike Britain at that 
time, there were many different coins 
many of which were not generally ac- 
ceptable at their face value. All coins 
circulating in Hongkong and nearby 
China were subject to the closest in- 
dividual scrutiny by the persons 
through whose hands they passed and 
rarely circulated freely at their face 
value. Consequently bank notes, when 
introduced, were an asset to trade. 
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The coinage was, in fact, supple- 
mented by a limited paper currency. 
The annual circulation of local bank- 
notes (with a face value of $5 upwards) 
averaged, from 1864 to 1872, about two 
and a half million dollars. Although 
these notes were popular among the 
Chinese there was a tendency to sud- 
den panic. The issue by the Hongkong 
and Shanghai Bank, in October 1872, 
of one dollar notes led to an increased 
total note’ circulation which reached 
3% million dollars in 1873. 


The value of silver was subject to 
frequent and often violent changes in 
terms of gold. These movements in the 
price of silver were reflected in move- 
ments in the rate of exchange, and also 
resulted, from time to time in Hong- 
kong banknotes circulating locally at a 
premium over the Hongkong silver dol- 
lars. The premium on notes was so 
marked in 1930 that one of the terms 
of reference of the Currency Enquiry 
Committee appointed on the 28th 
March of that year was: “Is the pre- 
mium on notes over silver detrimental 
to the prosperity of the Colony? If s0, 
can it be controlled and by what 
means?” The findings of the Commit- 
tee are worthy of record as they throw 
a sidelight on the currency problems 
of the Colony. 


“The Committee found that the pre- 
mium, as a fluctuating and uncertain 
factor, tends to drive trade past the 
Colony, and is thus detrimental to its 
prosperity. As regards the possibility 
and means of controlling this premium, 
the Committee considered that if the 
issuing banks here were to give out 
notes freely in exchange for local silver 
coins, the exchange level of Hongkong 
currency must apnvroximate to silver 
parity, but the inconveniences atten- 
dant on the use of silver dollars dis- 
courage the banks of issue from accept- 
ing any more of them than is absoiute- 
ly necessary for the‘r business.... 


“Bearing in mind then that es a cir- 
culating medium British dollars have a 
very limited use, and in settlement of 
inter-bank comm:tments are far from 
being acceptable, it occurs to us to put 
forward the suggestion that some 
scheme might be agreed uvon among 
the banks whereby bar-silver might be 
utilised in the olace of minted coins in 
inter-bank settlements. All indications 
seem to show that there is a glut of 
silver dollars in the Colony, and if some 
such scheme for the use of bar-silver 
could be agreed upon among the banks 
the loss on seigniorage might be avoid- 
ed, and it might then be possible to 
prevent the further indiscriminate 
minting of British dollars, for minting 
which permission might be granted by 
Government only in special circum- 
stances when the note reserves or the 
Colony’s requirements demand a fur- 
ther supply. We do not consider that 
outside interests should be allowed the 
latitude permitted under the present 
system of saddling Hongkong with 
superfluous coizs in order to gain 
an immediate profit, a practice which 
incidentally aggravates the problem for 
the Colony if and when stabilisation 
has to be effected. 
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“To give effect to these measures of 
reform, and provide for that elasticity 
in the currency which is necessary to 
meet the growing needs of the Colony, 
we have arrived at the conclusion, 
after our examination of all aspects of 
the case, that some re-adjustment may 
be called for in the restrictions now 
imposed upon ithe note-issuing banks 
Admittedly the power of note issue 
possessed by banks involves a_ serious 
responsibility on their part to Govern- 
ment, which represents the interests of 
the public, and we make the following 
proposal therefore with some diffidence. 
As the law stands at present the ex- 
tent of note issue is limited by the 
amount of the capital of the bank con- 
cerned. Only the Hongkong and 
Shanghai Banking Corporation may 
issue notes in excess of the statutory 
limit, and only under onerous condi- 
tions. We think the prescribed limit 
should be less arbitrary and should be 
subject to periodical revision, provided 
always that the banks of issue fully 
cover their notes by the deposit in the 
Colony of bullion or silver dollars to 
the extent of at least one-third, the 
balance being covered by approved 
securities deposited: entirely under Gov- 
ernment control. The public would 
thus be adequately safe-guarded. 

“As the root of the difficulties in con- 
nection with the premium is to be 
traced to an excess of inward remit- 
tances, it is obvious that the recent 
lowering of the rate of interest allowed 
by banks on deposits should also in 
the long run tend to remedy the situa- 
tion. But owing to the unprecedented 
fall in silver, overseas Chinese have 
been induced to make excessively large 
remittances to Hongkong with a view 
to getting the benefit from an expected 
rise in exchange, and it may be some 
time therefore the action of the banks 
will make itself fully felt.” 

The value of the Kiongkong currency 
fell steadily from year to year through 
the nineteenth and early twentieth 
century and. after a sharp rise and de- 
cline as a consequence of the First 
World War reached its lowest levels 
during the thirties. 


Exchange value of 
the H.K. dollar at 


Year the end of the year 
1852: “eee, ee eee 5/- 

LST 2} (tees. 5 4/4 

1882. ..a5: ee 3/7-3/8 
TS920 hake. Se ee 2/8-3/4 
LOOQRY cecind Aeehel. A ee, L/i1 

TO}2) woh s. See aes ® 2/1 

1922 ny 2%:, TARR RE 2/2-3/4 
19329 "2. GR RRR Tee Ae 1/3-3/8 
1940) coF Ao FORE 1/2-7/8 


These ten-yearly quotations show the 
trend but ‘hide the wide short term 
fluctuations in exchange values which 
took place -until the end of 1935. For 
instance, the rate which was just un- 
der two shillings at the end of 1915, 
had risen to three shillings and four 
pence at the end of 1918, had reached 
six shillings and two pence in December 
1919, and had fallen to under five 
shillings by the end of the same month. 
Such examples could be multiplied in- 
definitely but it is sufficient to say 
that the erratic movements of the ex- 
change rate were both frequent and 
large. During this period the rate of 
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exchange was determined by the value 
of the silver to which it was pegged. 
The rate for the day was fixed by the 
Banks and it was not until 5th Decem- 
ber 1935 that the currency was isolated 
from silver and that, legally, control 
over the rate of exchange was assumed 
by the government. 

Although the violent fluctuations in 
the exchange rate until December 1935 
had proved to be a handicap to Hong- 
kong’s finances and trade, it was the 
policy of the administration to keep its 
currency on a similar basis to that of 
China and the Chinese standard of 
value was the silver dollar. It was 
considered that, while the value of the 
Hongkong and Chinese dollar was sub- 
ject to parallel changes, trade was less 
seriously affected than would have 
been the case if the currencies were 
less closely linked even though the 
change might have given Hongkong 
greater stability. The validity of this 
argument would be questioned today 
(with Hongkong prosperous’ even 
though its currency is not linked with 
the Chinese National dollar) but it 
held the field until 1935. The policy of 
linking the Hongkong currency with 
silver, and hence the Chinese currency, 
was in fact criticised very severely at 
the time. The major objection was 
the government’s sterling commitment 
(mostly salaries and pensions of civil 
servants) which was estimated in 1930 
to be over fifty percent of the budget, 
and which increased in terms of Hong- 
kong dollars when the value of silver 
and the Hongkong dollar, fell. It is 
said that the 1930 Currency Enquiry 
_ Committee was set up because of local 
indignation when civil service salaries, 
paid in sterling, were increased (by 
about 15%) and at the same time the 
value of the Hongkong dollar fell to 
tenpence. 

It was not till the rise in price of 
silver in the nineteen thirties (accentu- 
ated by the American policy after 
1934) that the Chinese government was 
forced to abandon the silver standard 
and Hongkong followed suit. (In order 
to prevent the accelerated outflow of 
silver the Chinese government virtually 
abandoned the silver standard on 15th 
October 1934 by imposing variable 
duties on the export of silver and on 
9th November 1935 the Hongkong gov- 
ernment followed suit by prohibiting 
the export of silver. The Chinese gov- 
ernment finally went off the silver 
standard and substituted a managed 
paper currency on 3rd November 1935. 
Hongkong took similar action in De- 
cember 1935.) 

The Currency Ordinance of 5th De- 
cember 1935 called in silver coins from 


circulation and set up an Exchange 
Fund to control the exchange value 
ef the currency. The Exchange 


Fund took over the silver formerly 
held against their issues by the note- 
issuing banks in return for certificates 
of indebtedness. The banks were au- 
thorised to issue notes against certifi- 
cates of indebtedness and could in- 
crease their note circulation by pur- 
chasing further certificates. The Ex- 
change Fund was authorised to hold its 
assets in bullion, foreign exchange or 
approved securities. The exchange rate 
had followed the increased price of sil- 
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ver during 1934, had reached a maxi- 
mum of about 2/6d. in April 1935, and 
had fallen sharply in November 1935 
when the prohibition on the export of 
silver was imposed, to between 1/4d 
and 1/6d in December. The official 
rate fixed by the Exchange Fund was 
very close to 1/3d and remained at this 
level with only slight deviations until 
the Japanese occupation. 

The Exchange Fund stabilised the 
exchange value of the Hongkong dollar 
and fluctuations were reduced to  in- 
significance when compared with the 
unfettered movements of earlier years. 
By the 30th June 1938 the Fund had 
issued certificates of indebtedness to 
the value of $191,034,887 which, at the 
middle market rate on that day of 
1/2.31/32, was equivalent to £11,914,- 
206. The assets totalled £13,012,872 
The Fund was a profitable organisation 
and in October 1940 the Government 
of Hongkong decided that the position 
was so satisfactory that it made the 
British Government a free gift of £200,- 
000 and this sum was to be paid an- 
nually for the duration of the war from 
the profits of the Fund provided that 
the net increment reached that figure. 


From the early note issues which 
totalled only $314 million in 1873 the 
circulation steadily rose to $154.6 mil- 
lion at the end of 1931 at which time 
three banks had the right of issue. 
During the early thirties the volume re- 
mained fairly constant but, after a fall 
in 1935 to $137.5 million the issue in- 
creased rapidly in 1936 and 1937 to 
reach $233.9 m. at the end of the latter 
year. A further increase in 1938 was 
evened out the following year and in 
1939 and 1940 the circulation remained 
near the 1937 figure. It is significant, 
in a survey concerned with the extent 
of government operations, to note that, 
even in 1941, the right of note issue 
remained with individual banks al- 
though the government issued notes 
from time to time to a _ limited 
extent.1! 

The currency of Hongkong served a 
much wider area than the territorial 
boundaries of the Colony. As we have 
seen in considering the vast migration 
of populations at all times, the barriers 
between Hongkong and China had 
never been very great despite the 
Gifferences of the constitutional ma- 
chines. In the currency field there 
were equally large movements which 
were, however, extremely difficult to 
measure. The coins and bank notes of 
Hongkong circulated widely in ‘China 
alongside the Chinese currency and at 
periods when one currency was more 
stable than the other there was a 
strong tendency to hgard the more 
acceptable coins or notes. In 1866 the 
Hongkong dollar was less widely ac- 
cepted than other coins but insecurity 
within China at most times in the last 
half century created a heavy drain on 
the Hongkong currency. For instance, 
with the Japanese invasion of Southern 
China the currency of Hongkong was 
greatly demanded within China and 
this movement is clearly shown by the 
volume of notes issued after 1936. On 
the other hand, the occupation of the 
Colony at the end of 1941 temporarily 
discredited its currency not only local- 
ly but on the mainland of China also. 
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B. The Banks 


The first bank to open its doors for: 
business in the Colony was a branch of 
the Oriental Bank Corporation in April 
1845, and by 1864 when the prospec- 
tus of the Hongkong & Shanghai Bank- 
ing Corporation was issued there were 
already six banks established locally. 
But the Colony was not always pros- 
perous. In 1866 two of these banks. 
suspended payment, and the old Orien- 
ta! Bank Corporation went into liqui-* 
dation in May 1884. Despite such set 
dation in May 1884. Despite such set- 
backs, however, the Colony’s banking 
system grew to considerable dimensions 
and by 1941 Hongkong was served by 
banking institutions, which included 
branches of English, American, French,’ 
Netherlands, Belgian, Japanese and 
Chinese banks. Besides the fourteen’ 
banks which were members of the 
Clearing House, there were several: 
Chinese Banks and a number of Chin- 
ese financial and business enterprises: 
which did some banking business. 

The Hongkong & Shanghai Banking: 
Corporation conducted, in addition to’ 
its normal banking activities, the busi-- 
ness of Hongkong Savings Bank on 
usual savings bank principles. There 
were no banks which devoted them- 


1The 1930 Currency Committee 
stated: ‘Some witnesses have express- 
ed dissatisfaction with those provi-. 
sions cf the currency system by which. 
the privilege of note issue is delegated 
to the somewhat arbitrary control of 
private banking institutions. 

“We have given careful consideration 
to this view, but have concluded that 
much of their dissatisfaction arises 
from misapprehension regarding “the 
cbligation of the note-issuing banks. 
Although notes were never legal tender, 
but were primarily a convenient ap- 
pendage of the currency, and although 
the law never contemplated that they 
should supplant silver dollars, it has: 
come about that a demand for cur- 
rency is in fact a demand for notes, tc 
supply which in practice entails a pur- 
chase of gold by a bank of issue. Con- 
sequently what the party of demand 
regards prima facie as an obligation in 
regard to currency becomes, from the 
point cf view of the party of supply, 
nothing more or less than an exchange 
operation, which can only be optional. 
We doubt. whether in the special cir- 
cumstances of the Colony, from which 
a large quantity of notes must continu- 
ally be drained into the hinterland of 
China, such an obligation could be 
placed even on'Government as a note- 
issuing authority. 

“We cannot moreover see that in the 
circumstances of this Colony a Govern- 
ment note-issue would have any ad- 
vantages over a properly controlled 
private note-issue. On the contrary it 
might involve government, and indirect- 
ly the tax-payer, in risks which bank- 
ers, being daily cngaged in them, are 
more competent both to anticipate and 


cover. A Government note-issue again 
would involve Government in heavy 
initial expenditure in laying down 


notes and building treasuries to hold 
the reserves against them, and in a 
constantly recurring charge for the 
staff of a special note department.” 


170 


% 


FAR EASTERN ECONOMIC REVIEW 


selves especially to agriculture or co- 
operatives. 

In the previous section it has been 
pointed out that the issue of notes 
was in the hands of private banks. A 
sidelight which reveals the rugged in- 
dividualism of Hongkong’s commercial 
community may be recorded from the 
days shortly after 1872 when the Hong- 
kong and Shanghai Bank first received 
the right of note issue. It is stated in 
the correspondence of the manager of 
the bank at the time that competitors 
jealous of the privilege which had been 
granted to their rival, hoarded notes 
until they held over one million dollars 
worth. This whole amount was pre- 
sented for payment in cash at five min- 
utes to twelve on a Saturday morning. 
It was thought that the bank would 
be unable to meet such a heavy demand 
on its silver resources at such short 
notice at a time when it would be well 
nigh impossible to obtain any outside 
assistance. To the mortification of its 
competitors, the bank was able to meet 
the unexpected demand, although it 
was said to have been “a very near 
thing.” 

It is important to appreciate that a 
great part of the income of Hongkong 
was derived from its ‘invisible exports’ 
including receipts from the financing 
of trade. Hongkong was a centre for 
foreign exchange banking for South 
China. From 1870 onwards the Hong 

& Shanghai Bank was _ pro- 
minently identified with the floatation 
of loans for various governments in the 
Far East. The Bank either issued or 
participated in the floatation of loans 
‘which are estimated to have been in 
the region of £100,000,000 for China; 
£250,000,000 for Japan; and there 
were also floatations in 1905, 1907 & 
1922 for Siam. Three of the British 
banks furnished the note issue of the 
Colony and, as has been said, these 
notes circulated widely in the neigh- 
bouring provinces of China. 

A further noteworthy feature ot 
Hongkong banking was the remit- 
tances from Chinese abroad to their 
families in China. The Chinese name 
for the Hongkong & Shanghai Bank, 
WAYFOONG, could be translated as 
‘abundance of remittances’. The amount 
of these remittances Was very con- 
siderable (probably the equivalent of 
over £25 million sterling per annum). 
Moreover, whenever security in China 
was threatened, the Hongkong banks 
were inundated with funds ‘trans- 
ferred to ‘them for safe keeping. Many 
wealthy Chinese living within China 
invested heavily in Hongkong and 
regularly held considerable bank 
balances in the Colony. 


With the Japanese occupation, mili- 
tary yen notes were introduced. No 
attempt was made to link these notes 
with external currencies by fixing a 
rate of exchange and the issue was 
not backed by bullion or by securities: 
At first the military yen circulated 
side by side with Hongkong dollars 
‘and the Japanese issued some Hong- 
kong & Shanghai Bank dollar notes. 
At this time two Hongkong dollars 
exchanged for one military yen. On 


the 24th July 1942 an arbitarary rate 
of four Hongkong: dollars to one 
military yen was imposed and on Ist 
June 1948 the use of the Hongkong 
dollars was prohibited, From that date 
until the Japanese collapse ‘the only 
currency permitted was the Japanese 
military issue the purchasing power 
of which dropped steeply with Japan’s 
reverses. 


C. The Budget 


The revenue and expenditure of the 
Colony grew with the development of 
the community and though relatively 
constant during the decade before the 
Second World War had risen abruptly 
in LF Pa 2 twenty years and again 
in k 


Year. Revenue. Expenditure. 
($000) ($000) 
1844 256 212 
1861 508 440 
1881 1,324 982 
1901 4,214 4,112 
1911 7,497 7,077 
1921 17,728 15,740 
1931 33,147 31,161 
1932 33,549 32,050 
1933 32,099 31,123 
1934 29,574 31,149 
1935 28,431 28,292 
1936 30,043 29,514 
1937 33,196 32,111 
1938 36,736 37,176 
1939 41,478 37,949 
1940 70,175 64,788 
1941 56,786 60,643 


It has been said that the income of 
Hongkong was smal] and _ inelastic 
and because of this the Colony was 
restricted in the field of education, 
public health and other social services. 
This opinion cannot be accepted with- 
out question, however. The budget 
has risen rapidly and often — most re- 
cently with increased taxation imposed 
during the war conditions of 1940 and 
194i, While tiie levies then imposed 
were necessitated by abnormal  cir- 
cumstances, a number of types of 
taxation new to the Ccicny were in- 
troduced. It has been the experience 
of many other countries ¢hat new 
methods of taxation imposed in emer- 
Sencies tend te remain in force long 
after the crisis has passed. 

The lewying of taxes and duties met 
art all times with greater opposition 
in Hongkong than in other territories. 
Coupled with a natural and universal 
reluctance tc pay anything more than 
the minimum to the state, the people 
of the Cclony raised some more speci- 
fic and less usual objections. Income 
tax was Opposed on many grounds but 
particularly because it was said that 
the local opportunities of evasion were 
great except for the ‘foreign’ (non- 
Chinese) firms and the salaried and 
wage earning class, No direct taxes 
were assessed On incomes until ‘the 
emergency of the second World War. 

Side by side with a reluctance to raise 
revenue by direct taxation there was 
violent opposition to any proposals 


August 11 


that customs duties should be institu- 
ted, 

Without income tax or customs 
duties it may well be asked how 
Hongkong managed to meet its in- 
creased commitments from year to 
year. This is a particularly pertinent 
question since the Colony was one of 
the few parts of the Colonial Empire 
consistently to balance its budget. 
Revenue was collected from many 
sources, 


While Hongkong jealously guarded 
its position as a free port it is in- 
correct to say ‘that the Colony re- 
ceived no revenue from duties. In 
September 1909 a duty (customs and 
excise) on locally consumed liquors 
was introduced and remained in force 
subsequently. After that date similar 
duties were levied on tobacco, and 
hydrocarbon oils and there was also a 
registration fee on the value of non- 
Empire motor vehicles. The list was ex- 
tended to include aerated waters, pro- 
prietary medicines and toilet prepara- 
tions as a part of the emergency taxa- 
tion introduced just prior to the fall 
of the Colony. 


These duties were, however, imposed 
on local production as well as imports, 
were confined to a very limited num- 
ber of commodities and applied only 
to goods consumed within the Colony. 
The receipts from duties increased in 
relation to other sources of revenue 
from 138% in 1924 to 26% in 1939 and 
1940. 

A major source of revenue was al- 
ways crown rents on land and rates - 
on buildings. Income from this source 
was included in the Colony’s accourtts 
under licences and internal revenue 
and was over a third of the income 
from this, the largest group in the 
Colony’s analysis of revenue. Crown 
rents and rates were in the region of 
15% of all revenue. 

A large item of income to the gov- 
ernment was derived from the sale of 
opium. Revenue from opium was about 
twenty-five percent of the Colony’s 
total income from 1904 to 1909 and, 
although relatively less, it was an im- 
portant source right up to the time of 
the Japanese occupation. 


In 1867 a Stamp Ordinance, whereby 
all commercial transactions could be 
considered legal and binding only if 
government stamps were affixed, was 
introduced. The commercial commun- 
ity vigorously opposed this move, even 
though the Colony’s finances were in 
a precarious condition at the time, but 
it was forced through by the Governor, 
Sir Richard MacDonnell, and contri- 
buted to the Colony’s income there 
after. The objection to stamp duties 
was that Chinese business men were 
said to stamp commercial documents 
only in cases where they knew they 
would be sued if they did not, and for 
the rest they ignored the government 
Stamps and recognised each others 
documents unstamped. Whether this 
allegation was correct is a matter for 
conjecture, but the amount of revenue 
received annually from stamp duty in- 
dicates that a very large number of 
commercial documents were stamped. 
Other items of internal revenue facut 
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ed an Estate Duty, receipts from the have been if the principle of taxing 


‘supply of water, an entertainment tax 
and a tax on betting. 


Apart from duties, rates, taxes, and 
stamp duties the Colony received con- 
Siderable sums annually from licences. 
In a territory with a migrant popula- 
tion there were advantages in prohibit- 
ing certain activities and enterprise 
except under licences and the income 
derived was of assistance in balancing 
Hongkong’s budget. In 1939 there 
were forty-one types of licence, from 
arms, boats, boarding houses and dogs 
to undertakers, money changers, haw- 
kers and printers. 


In addition revenue was_ received 
each year from the Post Office, the 
Kowloon-Canton Railway, fees of court, 
harbour dues, the rent of Government 
procerty. the sale of leases of crown 
ands, (which, of course, grew with the 
increased land values arising from the 
development of the Colony) and mis- 
cellaneous items which were swollen 
in the 1941 estimates by war revenue 
in a number of forms including income 
tax. 


As well as actual sources of income 
there was one potential source which 
was often debated in the Colony. 
Gambling has always been a_ ruling 
passion of the Chinese and no adminis- 
tration.was able to diminish or control 
this extremely popular pastime. The 
Governor who introduced Stamp Duties 
made a more determined onslaught on 
gambling than had his predecessors. 
He was concerned particularly with 
corruption in the Police Force and one 
of his chief difficulties was the attitude 
of the many members of the Force who 
were Said to receive large sums as 
bribes presented to them by the pro- 
prietors of gaming houses. Defeated 
in his efforts to prevent gambling, Sir 
Richard MacDonnell decided to licence 
a limited number of gaming houses 
and by so doing not only to control the 
extent of gambling and bribery but 
also to bring in revenue to the Colonial 
Treasury. The British Government 
confirmed a Gaming Ordinance in 1867 
with the stipulation that the money 
from the licences was not to go to 
swell the colonial revenue but must be 
retained in a special fund. The Hong- 
kong public accepted this ordinance 
with the exception of some six mission- 
aries who objected to the “official re- 
cognition of vice.” They were unable 
to make much impression in Hongkong 
but they made their influence felt in 
Britain by writing to individuals 
and newspapers. Hongkong’s gam- 
ing houses were debated in the 
House of Commons. As aq_ conse- 
quence, in December 1871 the licen- 
cing of gambling houses was aban- 
doned. Whenever the government had 
to raise increased revenue the idea of 
taxing gambling in its broadest sense 
was again suggested vociferously by 
the public but without general accep- 
tance by the administration. An ex- 
ception was. made in 1940 in that four 
lotteries a year were permitted and a 
tax was imposed on horse-racing but 
the extent of the revenue received 
from these sources was thought by 
many to be much less than it would 


gambling had been accepted whole- 


heartedly. 
Just as the type of taxation was 
rather different from that in most 


European countries, so also the expen- 
diture, which necessitated the taxation, 
Was made in proportions which were 
different from those of many other 
countries. 


_ The following very rough approxima- 
tions give an indication of the manner 
in which expenditure was divided 
amongst the main government services: 


» 1841-1940 1930-1940 
Public. Worksit). c0. 30 24 
General Administrative 


and Non- Effective 

Charges oh tia acane 30 28 
PublicsOrder. © dacete 20 14 
Defence ngs wise psnntaia oi 13 20 
Public Health ....... 5 8 
Education (face one a 2 6 


The largest two items which each 
averaged 30% of expenditure over the 
century and 24% and 28% respectively 
between 1930-1940 were Public Works 
and General Administrative and Non- 
Effective Charges. While the latter 
grouping is no doubt a high one in 
most countries, the former (Public 
Works) was exceptionally large because 
the steadily growing population led 
to a continuing need for new and im- 
proved roads, more water, and new 
buildings year by year. The proportion 
of outgoings under these headings was 
high also because of limited expendi- 
ture on other items which ranked high 
in other countries. 


Public order absorbed 20% of the 
annual budget over the whole century 
and 14% in the prewar decade. This 
item also was relatively high. Pay- 
ments included those for the mainten- 
ance of an extensive police informer 
system. It has been said, by a respect- 
able and reputable ‘old hand,’ that the 
“government’s principal pre-occupa- 
tions were protecting the revenue and 


discouraging dangerous thought.” This 
item also was relatively high. 
The next major item was defence 


which, after 1865, averaged about 13% 
of the Colony’s total expenditure and 
reached an average of 20% between 
1930 and 1940. Up till 1861 Hongkong 
had relied on an annual grant from the 
British Government to balance its bud- 
get but in the early sixties the Colony’s 
finances flourished and when this be- 
came known in England it was imme- 
diately claimed that Hongkong should 
pay a contribution towards the main- 
tenance of the military garrison which 
was based on the island. Strong protests 
were made both by Mr. Mercer, the 
Colonial Secretary, and by the Gover- 
nor who brought forward arguments 
which were to be used many times in 
the course of the Colony’s history, viz. 
that Hongkong was not a_ producing 
colony, but a mere intermediate station 
of the China trade; that this station, 
being anyhow very profitable to India 
and to the Imperial Exchequer ought 
not to bear the burden of military ex- 
penditure incurred for the benefit of 
British trade in China and Japan; 
that the settlement was a struggling 
One and needed no garrison for its local 
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protection; and that the Colony had, 
to the great detriment of local revenue 
and commerce, been deprived of so 
much building ground, appropriated 
for Imperial military uses, that it 
ought to be considered to have paid, 
in land, its quota towards a military 
contribution. The home government 
concerned itself, however, with one 
argument only. At that point of time 
the Colony could afford to pay, and it 
must therefore be called upon to pay. 
In spite of public protest, therefore, 
the contribution was inaugurated and 
was regularly paid thereafter. The 
Colony’s defence vote was high. 


This left a very small amount to be 
spent on health and on _ education, 
while social services were so insignifi- 
cant that they were not separately re- 
corded. Oiver the century a bare 5% 
was allocated to public health and 2% 
to public instruction. The last decade 
recorded increases to 8% on health and 
6% on education. Even these propor- 
tions were, however, extremely small 
when translated into the actual 
amounts disbursed from year to year. 
Several random examples should make 
this very clear. In 1881, 5.45% of a 
total budget of $982,900 was spent on 
public health and 3.95% on public in- 
Struction. The actual payments total- 
led roughly $50,000 and $40,000 and 
annual per capita payments were ap- 
proximately thirty cents and twenty 
five cents respectively. In 1921 the 
expenditure on health and _ education 
had reached about one dollar fifty 
cents and one dollar per person respec- 
tively. By 1931 the payments had 
risen further to an individual average 
of approximately two dollars and 
seventy cents for public health and 
two dollars for public instruction for 
the whole year. The equivalent expen- 
diture in 1940 was roughly the same 
as in 1931. The expansion of social 
services was quite marked but the 
level reached prior to the Japanese in- 
vasion remained of insignificant value 
to a large part of the population. 


The conditions of the Colony were 
Such that the equitable administration 
of unemployment benefits, old age pen- 
sions and similar services which appear 
in the budgets of most states would be 
extremely difficult locally. Hongkong 
is on the fringe of the world’s greatest 
‘depressed area’ and there was no res- 
triction on migration of non-Euro- 
peans in and out of the Colony. To 
provide adequate social service the ex- 
penditure would have had to be very 
great indeed and there would have 
been a tendency for unemployables, the 
old and the sick to migrate to Hong- 
kong in very large numbers. Never- 
‘theless the need for government as- 
sistance to a large section of the popu- 
lation existed and, partly because of 
its very size, the problem was at no 
time tackled excest in a very small 
way when specially vulnerable groups 
of the community (children, expectant 
and nursing mothers) were given limit- 
ed assistance. Howev>-r, the difficulties 
were not insurmountable. Greater as- 
sistance to repatriate could have been 
afforded to non-resident Chinese and 
the bona fide citizen could have been 
given a greater measure of state aid. 
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For health reasons alone, it would ap- 
pear to have been essential that grea- 
ter social services should have been 
made available. 


For forty-five years the Colony had 
no public debt but in 1886 it was 
necessary to borrow $1,208,000. This 
sum was reduced for several years till 
it stood at $1,076,000 in 1891 but a 
Series of further loans increased the 
public debt to $25,784,000 at the 31st 
March 1941, 


The first two public debts were 
raised in sterling and as the interest 
on the sinking fund had to be met 
year by year from local dollar income 
there was a heavy burden on taxpayers 
when the dollar fell in value. Con- 
versely of course, the weight was eased 
when the exchange rose but, generally 
speaking, a falling exchange rate made 
trade more difficult because of high- 
cost stocks, so the burden was increas- 
ed at the worst time. Since exchanges 
fluctuated widely in Hongkong’s past, 
the argument for a dollar loan was 
prima facie a strong one and in fact 
all later loans were raised in local 


currency. 
One loan, issued in 1926, deserves 
special mention as it was of a more 


commercial character than is custom- 
ary in government loans. This was 
called the Trade Loan and was raised 
to assist local merchants and others 
during the exceptional difficulties fol- 
lowing on the General Strike and boy- 
cott of the period. This is g noteable 
example of government intervention to 
maintain stability. 


TRADE AND COMMERCE. 
A. Volume and Variety. 


From its foundation, g great part 
of the income of Hongkong has been 
derived from its invisible exports. 
These included the direct profit of the 
entrepot trade, receipts from banking 
services, insurance premiums and the 


provisioning end _ bunkering of _ ships. 
These commercial activities have 
grown with the Colony or, perhaps 


more accurately it may be said, the 
Colony has grown with the commercial 
activities. 


The island of Hongkong was bar- 
ren and sparsely populated prior to it 
becoming a British possession in 1841 
but the trade which led to its acquisi- 
tion had been developing from small 
beginnings in neighbourine ports of 
China for several centuries. By the 
1830’s substantial trade between the 
West and China had become well es- 
tablished and Europeans were settled 
in Macao and Canton. Business at 
Clanton was carried on between the 


foreign factories’ (offices of Factors) 
and the Chinese merchants under 
very strict supervision by Chinese 
officials. 


_ The major item of trade was opium, 
imported to China from India, anu 
the following figures show the size ot 
this business: 
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Average Annual Trade in Opium 
between India and China 


Years Chests per annum 
UT9B218250 eric. soem meee 
182.6) ese coat egie cee GR EIALE 
UB 2 a1 S200) mettecenedc 7,427. 
TSB 0 ec peeyocep oats ‘ . 11,835. 
LSS ie1 Ob cut cree 12,095. 
TSE Penta ali acacnnet tis Gc 19,600 


Eitel tells us that from 1836 to 1837 
the stock on hand amounted to 30,000 
chests and that the opium was valued 
in 1886 at about £100 per chest. The 
stocks, therefore, must have been priced 
at somewhere in the region of £3,000,- 
000 and the trade in 1837 at about 
£ 2,000,000. 

The opium was not held in Macao or 
Canton but was stored in hulks either 
at the midway anchorage, Kam-Sing- 
Moon, during the South West monsoon 
(April to September) or at the island 
of Lin-tin (some 60 miles from Canton 
down the Pearl River in the estuary 
and about twenty miles north-west ot 
the island of Hongkong) during the 


North East monsoon (October to 
March). Foreign ships, on arrivas 
{from India, would discharge their 


opium at the receiving hulks and then 
proceed’ with the remainder of their 
cargo to Whampoa (the port of Canton 
further up the Pearl River) to engage 
there is legitimate trade. There were 


some five hulks in 1830 but the number 


had grown to twenty-five seven years 
later. 

There was constant friction between 
the Chinese authorities and the foreign 
merchants and it was to obtain a free 
port that the British flag came to be 
hoisted on the nearby island of Hong- 
kong. The Colony was founded as a 
trading centre and as an entrepot it 
has grown vastly with the years. 

The foundations of Hongkong’s ex 
pansion and the basis of its trade are 
manifold. The harbour is the safest 
anchorage for deep sea ships on the 
South China coast. It is conveniently 
placed near the estuary of the Pearl 
River which serves as a communica- 
tion with large areas of inland China. 
Canton failed io compete with Hong- 
kong because, as a river port it was not 
able to accommodate ocean-going vessels. 
(Proposals to dredge the river Were not 
implemented although often discussed: 
Hongkong developed facilities 
maintenance, repair and bunkering of 
ships, for the handling and storage of 


goods and for banking, insurance 
and other financial prerequisites of 
trade. Port dues were low. ‘The ad- 


ministration gave security and stability 
and imposed a minimum of restriction 
on the movement of goods and persons. 
The interior of China was reached 
from Hongkong by rail as well as by 
river. Most of the trade of South China 
moved in small boats in the rivers and 
along the coast and at some points it 
was necessary for goods to be tran- 
shipped to ocean going vessels. Large 
ships were more economic than junks 
On long voyages including the Hong- 
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kong—Shanghai run. By and large the: 
Colony had more advantages to offer the 
merchant than any other port along the 
coast. 

The development of trade is shown 
in the increased number of ships which 
have been handled in successive years. 
This expansion may be seen at a glance 
in the following table which reveals the 
growth in the Colony’s shipping at in- 
tervals of about twenty years: 


SHIPPING 
Year. No. of Vessels. Total Tonnage 
TSaigon le. 538 189,257 
186Ro se) 25545 1,310,383 
1SSLOLSe 6,412 5,686,488 
1901 10,807 14,599,141 
LOZE Oe 2eoo7 24,359,720 
19807. cr booed 28,840,566 


Of course, the development had its 
set backs whenever world conditions or 
the situation in China reacted to the de- 
triment of Hongkong. We may, per- 
haps, lend substance to this bare state- 
ment by recounting briefly the trade 
conditions of 1857. This year is by no 
means a unique one commercially but 
shows a problem of the Colony at one 
period in its early growth. We are 
told by Wood that: “The Mandarins, 
not unnaturally, strenuously objected 
to this foreign trading station right at 
their own door. In 1857 they started 
a blockade. The holders of Chinese 
monopolies in Canton, especially those 
of salt and saltpetre, got the steam 
cruisers of the Canton Customs and 
subsidiary native gunboats to patrol 
every inlet of the Hongkong harbour 
and search every native junk entering 
it or leaving it. Ostensibly the aim of 
this action was to put an end to smug- 
gling. In actual] fact trading junks 
which carried goods from Canton or 
Pakhoi to the more northerly Treaty 
ports found that they were forced by 
the patrol to pay duties a second time 
if they passed through Hongkong 
waters. Naturally therefore they avoid- 
ed Hongkong and thus seriously reduc- 
ed her trade. The only way that Chi- 
nese merchants residing in Hongkong 
could send merchandise to the China 
Coast was to ship it in foreign vessels 
which were not subject to the investi- 
gations of the patrol. However foreign 
vessels were, aceording to the terms of 
the Nanking Treaty, only able to enter 
treaty ports, so Chinese merchants in 
Hongkong could do no trade at all with 
non-treaty ports on the China coast. 
The patrol certainly acted as an effec- 
tive check on smuggling but its chief 
effect was to increase the native junk 
trade of Canton and Pakhoi at the ex- 
pense of Hongkong.” 


A more recent and very similar ex- 
ample of the difficulties arising from an 
anti-foreign policy in China was the 
general strike and boycott of 1925. Al- 
though the strike was broken within a 
few weeks the ban on the entry of goods 
to China from Hongkong did not ter- 
minate until 1927. 
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From the practically uninhabited 
island of 1841, with the trade confined 
to the rudimentary commerce of a 
few fisherfolk, the Colony was able to 
claim in 1924 that it ranked as second 
port in the British Empire. The sheer 
size and the fluctuations of the trade 
of'vecent years ig revealed in the fol- 
lowing figures which show more clear- 
ly than words can express the fantas- 
tic manner in which the value of the 
Colony’s imports and exports rose and 
fell by almost as much as 100% from 
one year to the next: 

Imports and Exports of Hongkong 


1921 and 1931-1939, 

Imports. Exports. 

(HK$000,000) (HK$000,000) 

1921 639.5 668.7 
1931 803.8 663.8 
1932 709.3 611.9 
1933 539.1 537.2 
1934 494.0 453.6 
1935 403.8 487.0 
1936 525.1 x 494.7 
1937 923.4 844.4 
1938 625.7 664.2 
1939 599.5 608.8 


These are, of course, the figures of 
visible trade only. Invisible imports 
and exports have always played a 
most important part in the Colony’s 
balance of payments. Apart from the 
revenue from shipping, banking, in- 
surance and commerce, the _ remit- 
tances of overseas Chinese have been 
very large and, in the reverse direc- 
tion, payments for absentee proprietors 
have also been large. 

But we must grasp the variety of 
the trade as well as its size and vari- 
ability. Hongkong was in the fullest 
sense a part of the world market and 
idepended for its very existence on 
ecmmercial activities in every corner 
of the world. 

It was not only in quantity but 
also in range that the business of 
Hongkono expanded from the Colony’s 
avlx concentration on the import and 
export of opium, silk and tea. 

Throvegh Hongkong flowed every type 
of commodity produced jin the East 
and used in the West, all kinds of 
goods made in the West for consump- 
tion in the East and in addition many 
articles which moved from one part 
of the Est to other parts of the 
East. Hongkong merchants traded in 
almost every commercial commodity 
and transacted business with almost 
every country in the world. 


In 1939 the following were ihe 
major commedity group items. 

Commodity Imports. EHzxports. 

($000,000) ($000,000) 

POO OS UTE Ss secyso,Sus 137.4 108.8 
Piece Goods & Tex- 

ae ee eee ee 99.2 72.6 
Oils. &, Pats, stan. 89.4 75.0 
CERI S joys) sta teheow:. «rye 37.0 37.5 
TEVea SURE. nies qian 5.3 75.4 
Chinese Medicines 25.8 23.3 
Vehicles'« cncjstiercusn 13.6 20.5 
Wearing Apparel . 4.4 28.5 
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However, nothing could be more in- 
correct than to visualize the trade of 
Hongkong as being confined to a limit- 
ed series of major commodity groups 
such as is out-lined. The merchants 
of the Colony pought and = sold 
everywhere and were quick to respond 
to the opportunity for profit in any line. 
Changes in taste and price levels were 
rapidly reflected in the type as well as 
in the quantity of goods imported and 
exported. The trade returns for 1939 
from which the above major groups 
have been extracted devoted some 267 
pages to 704 named categories of goods 
all of which had been imported and ex- 
ported in appreciable quantities, and 
even the 704 groups include many com- 
posite headings which, if analysed, 
would expand the number of types very 
greatly. 

The composite figures may be am- 
plified by listing, in order of the volume 
of their trade, the countries which did 
major business with Hongkong during 
1938 & 1939. 


Inports Exports 
Country 1988 1939 1988 1939 
(%’s) (%’s) 

China 2. <3 2. 87.0 37.9 45.1 143 
United States 

of America 8.8 8.6 10.2 23.2 
United Kingdom 9.1 6.6 4.1 5.2 
British Empire 8.1 17.0 12:2 18:9 
French  Indo- 

CHINA ==. eins 5.6 6.8 45 9.3 
Netherlands 

East Indies 6.6 6.6 2.0 2.5 
Signy t. .e: 5.9 5.1 3.1 2. 
Germany ..... 6.3 2.2 — 21 
CADAN merece. cre 3.) 4.6 2.08 lot 
Other 

Countries .. 8.9 14.6 16.2 25.4 

Generalisation from these figures 


obscures the manner in which Hong- 
kong’s trade varied from year to year, 
not only in volume but also in direction. 
As a single striking example it is suffi- 
cient to note that exports to the United 
Kingdom fluctuated, in millions of Hong- 
kong dollars, from 3.5 in 1932; to 69.9 in 
1933: to 165.8 in 1935; to 83.6 in 1936; to 
382.5 in 1937; and to 31.8 in 1939. During 
these ten years maximum annual ex- 
ports to the United Kingdom were in 
the peak year more than one hundred 
and twenty times the exports to the 
same country in the lowest year. Dur- 
ing the same period the Colony’s maxi- 
mum total annual exports to all coun- 
tries were less than double the mini- 
mum exports in any year. These 
gigantic movements indicate vividly 
that Hongkone was part of the world 
market and goods flowed to the country 
which at any moment offered the best 
prices. 

The tables show particularly that, 
even excluding China, Hongkong depen- 
ded as much on its eastern markets as 
on Europe and the Americas. As well 
as China, the trade with French Indo- 
china, the Netherlands East Indies, 
Siam and Japan (and Malaya and Bur- 
ma included in British ‘Empire, and 
Macao included in other countries) was 
of significant proportions. 


It might have been thought that the 
invasion of China by Japan in 1987 and 
the consequent virtual closing of China 
to world commerce, would have com- 
pletely crippled Hongkong. The re- 
corded values tell a different story. 


Imports & Exports of Hongkong 
1935—40 


Year Imports Exports 
($000,000) ($000,000) 
POS5 ele. nes oe 403.8 487.0 
1936! Seeders 525.1 494.7 
LOST a alts. Se Se 923.4 844.4 
LOSS eR Aeie pees 625.7 664.2 
198 Smaiat «sue ee 599.5 608.8 
O40 OER Sees 752.7 621.8 


The high level of Hongkong’s imports 
and exports from 1937 to 1940 resulted 
partly from the transfer of businesses 
from occupied China to Hongkong and 
the acceptance by the Colony of many 
new orders for war equipment from its 
developing industries. Apart from’ the 
growth in exports of goods made within 
Hongkong, there must have been other 
factors which prevented a fall in the 
Colony’s business. 


The trade with China was, of course, 
influenced but it was by no means ter- 
minated. Even the Japanese capture 
of Canton ninety miles away and the 
closing of the Pearl River to commerce 
after October 1939 did not kill trade 
completely. It will have been noted 
that the officially recorded exports to 
China fell during 1939 but the actual 
movement of goods was no doubt in ex- 
cess of the official figures. During a 
period when the Japanese were blockad- 
ing the coast of China, when trade be- 
tween French Indoching and China was 
interrupted and when the Burma Road 
traffic was suspended, the British colony 
with an open port was of undoubted 
advantage to China. It is said that the 
share of China’s total imports passing 
through Hongkong, in 1940, was double 
the 1936—1939 level. 


Nevertheless, Hongkong’s trade 
with China was reduced after 1937 and 
it is worth examining the commonly 
held view that the Colony’s trade was 
exclusively with China. Official figures 
do not show the origin of goods ex- 
ported nor distinguish between imports 


for local consumption and those for 
re-export. It is, therefore, impossible to 
differentiate with accuracy, althcugh 


the visible trade could be placed in four 
broad categories: 

(a) Imports for consumption in 
Honekonge (including raw materials 
for certain industries) and exports of 
Hongkone origin. 

(b) Chinese external trade passing 
through Hongkong, i.e. Chinese goods 
re-exported to non-Chinese countries 
and non-Chinese jgoods re-exported to 
China. 

(c) Chinese Coastal trade, i.e. goods 
imported from one part of China and 
re-exported to another. 

(d) Non-Chinese entrepot trade, i.e. 
goods imported from a non-Chinese 
countrv and re-exported to another 
non-Chinese country. 
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It has been estimated that, prior to 
mid-1y37, an approximate classification 
under these headings would be roughly 
as follows: 


On third of the imports into Hong-. 


kong was of goods intended for re- 
tention in the Colony, coming from 
Chinese and non-Chinese countries in 
the proportion of one to three; and a 
tenth or less of the exports was of 
goods originating in Hongkong (e.g. 
refined sugar, rubber shoes, etc.). Re- 
exports constituted two-thirds of the 
imports and nine-tenths of the exports. 

them, some 10% consisted of 
“Chinese coastal trade”, over 20% 
consisted of non-Chinese entrepot trade 


and the remainder, nearly 70%, was 
made up of goods passing between 
China ang the rest of the world via 


Hongkong. 

The above figures show again that 
the portion of the Colony’s trade which 
was concerned with China was more 
important than that portion which was 
not concerned with Ching at all. The 
latter consisted of such items as the 
trade in rice from Siam and Indochina 
to Japan and the Philippines, the trade 
in wheat flour from North America to 
Siam, and the trade in Japanese-manu- 
factured articles to Indochina, Siam, 
Malaya and the Netherlands East 
Indies. 

With the Japanese occupation in 1941 
and 1942 of Hongkong, Malaya, 
Burma, Netherlands East Indies and 
so many Pacific islands, and Japanese 
dominance of Coastal China, Siam and 
French Indochina, the Far East be- 
came a closed economy, cut off by 
navies and armies from fEwrope and 
America. Attempts were made to break 
the blockade between Japan and Ger- 
many and some were successful. An 
occasional ship or submarine would 
make the voyage, taking vegetable oils 
to Germany and bringing tungsten back 
to Japan. The small scale of this 
blockade running serves to emphasise 
the complete economic isolation of the 
Far East from the rest of the world 
on which it had so long relied as a 
market. An obvious result of this 
changed situation was to be seen in the 
rubber industry in Malaya where many 
plantations were left untapped and 
some rubber trees were felled to give 
land for food crops. Hongkong was 
equally seriously affected. 

Hongkong depended as much as or 
more than any other part of the world 
on international commerce and its 
economic life stemmed from _ the 
handling of the vast trade between the 
Far East and the rest of the world. 
The trade routes which centred on 
Hongkong were cut overnight. Where- 
as in some parts of the East the 
Japanese did everything in their power 
to promote and encourage trade and to 
develop the economy of the conquered 
area, they adopted a different attitude 
in Hongkong. Here they showed little 
interest in the repair of buildings, the 
‘maintenance of public utilities or the 
encouragement of local industry and 
trade and were’ responsible for the 


looting of considerable quantities of 
plant and equipment for movement to 
Japan. The port remained a useful one 
for supplying Japanese armies based in 
South China, and tirade between Jap- 
anese-occupied Chinese ports and Japan 
or other Japanese-dominated parts of 
the Far East continued, but the volume 
of commerce was reduced to insignifi- 
cant proportions. 

T'he trade which continued in the 
hands of Japanese and of pro-Japanese 
merchants, after a large section of the 
business community had been interned 
or encouraged to emigrate, wag a frag- 
ment of the prewar trade. 

It is worth noting also, that a re- 
tail market is far from perfect unless 
a substantial number of retailers notify 
buyers of their selling prices either 
through advertisements or, more par- 
ticularly, by displaying price labels on 
the goods which are available for sale. 
Where bargaining is the general rule, 
the buyer does not even know the price 
at which the seller is prepared to dis- 
pose of goods. Lio 4 over prices 
has been a custom of the East and 
Hongkong was no exception, although 
four large retail shops had commenced 
selling at fixed’ prices during the early 
part of the century. 

Hongkong, then, became a part of the 
world market for manv commodities but 
the market within the Colony, though 
highly competitive was far from being 
perfect in the economist’s interpretation 
of the term. 


B. Direction of Trade. 

Hongkong was founded by Britain 
as a base from which to trade with 
China. Throughout the nineteenth and 
the early years of the twentieth century 
the bulk of the Colony’s commerce was 
in the hands of British merchants and 
most of the commodities passed between 
China and the British Empire. This 
trade grew with the years in spite of the 
Chinese anti-foreigner policy which had 
led to the establishment of Hongkong 
and which had restricted business from 
time to time. (The anti-smuggling pre- 
texts of 1857 and the general strike and 
boycott of 1925 have already been men- 
tioned). Chronic civil wars within 
China also played a part in the uncer- 
tainty of the Colony’s business, while 
fluctuations in the exchange rate until 
the silver standard was abandoned in- 
fluenced the direction as well as the 
volume of trade. These trovbles did 
not at any time totally prevent trade 
but the volume of business between 
Hongkong and its principal market, 
China, was subject to sudden contrac- 
tion or expansion at irrecular intervals. 

During the twentieth century a con- 
siderable volume of trade moved in and 
ovt of Hongkong to countries other than 
China and the British Empire. In 
more recent years Great Britain’s share 
of Hongkong’s trade fell heavily. In 
textiles particularly, the United King- 
dom’s business reduced in volume until 
by the nineteen thirties it was mainly 
confined to the sale of high quality 
materials. The bulk business in cheap- 
er goods had gone to Chinese, Japanese 
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and Indian mills. Germany’s share of 
the machinery, metals, chemicals and 
dyestuffs markets had risen after a tem- 
porary setback during the two decades 
after 1914. 

The major countries of origin and 
and destination in 1921, 1931 and 1939 
were as follows: 


Bri- 
United tish 


Other 
King- Domi- China Coun- Total 
dom nions tries 
($000,000) 
Imports 
1921 66.0 69.0 122.3 382.2 689.5: 
1931 79.9 71.4 223.8 428.7 9803.8 
1989 39.7 42.1 227.5 290.2 6599.5: 
Exports 
1921 6.1 66.8 482.2 168.5 668.7 
1931 5.9 60.8 343.0 254.6 668.8 
1939 31.8 84, 90.3 401.9 608.8 
(%). 

Imports 
1921 10.82 10.79 19.12 59.77 100.0: 
1931 9.94 8.88 27.84 538.34 100.0 
1989 6.62 7.08 87.95 48.40 100.0 
Exports ; 
1921 0.91 9.99 64.65 24.45 100.0 
1931 0.89 9.09 51.67 38.85 100.0 
1989 65.28 18.938 14.83 66.01 100.0 


In these years about half of Hong- 
kong’s imports and from a quarter in 
1921 to 66% in 1989 of the Colony’s ex- 
ports were to countries other than the 
British Empire and China. It cannot 
be overlooked that the official records 
did not include much of the goods moved 
by junk and train and that these im- 
ports and exports were mainly between 
Hongkong and China. Nevertheless the 
importance of Hongkong’s trade to 
other countries is very obvious. 

Foodstuffs included rice, sugar, wheat 
and flour as principal items but there 
were many lesser imports of foods. 
The type of manufactured goods pass- 
ing through Hongkong changed during 
the inter-war years. The relative im- 
portance of textiles declined while light 
and heavy industrial equipment tended 
to become more important. China was 
requiring a higher proportion of capital 
than of consumption goods. 

Of course, the Colony consumed but 
a fractional part of the goods which 
passed throwzh its port in any year. 
This is probably self evident from a 
glance at the imports and exports 
enumerated by groups in the last table 
and is borne out by any closer investi- 
gation of the trade in any particular 
commodity. It is fairly obvious that an 
area of 390 square miles could hardly 
produce, for example, the $108,800,000 
of foodstuffs which were exported in 
addition to loca] consumption, nor a 
population of 1,050,256 persons con- 
sume $137,400,000 worth of food in 
addition to the local production which 
in the case of the staple commodities, 
fish and vegetables was considerable. 
It must be remembered also that the 
trade return figures did not include 
much of the produce which, without 
Customs declarations, was brought into 
the Colony and left it by the thousands 
of small trading junks which abounded 
in these waters. There is no doubt that 
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Hongkong was a classical example of an 
entrepot economy. 


Much of the voluminous trade with 
neighbouring countries comprised pure- 
ly Chinese commodities and was carried 
on by Chinese firms in Hongkong with 
branches elsewhere. Trade with Europe, 
the Americas and Australia was prin- 
cipally in the hands of British and for- 
eign import and export firms who did 
business with the Chinese mercantile 
community established in Hongkong, 
purchasing from them the products of 
China which had been assembled from 
the interior, and selling manufactured 
goods which passed on from wholesale 
to retail dealers and so to the small 
shop-keepers in the interior of China. 
The lack of modern means of communi- 
cation in: many parts of China neces- 
rag made the process slow and diffi- 
cult. 


The Chinese written language was 
a great hindrance to direct deal- 
ings between Chinese. traders and 
merchants and manufacturers in for- 
eign countries. This was first over- 
come by the European firm establishing 
a branch in Hongkong and employing 
a Chinese compradore. The compra- 
dore acted as an intermediary who not 
only bridged the difference of language 
but also guaranteed the credit worthi- 
ness of the Chinese client. Language 
difficulties were reduced but not elimina. 
ted completely, as more Chinese received 
a European education. Another obsta- 
cle to overseas business was a lack of 
confidence in the quality of shipments 
and the fulfilment of contracts—the re- 
sult of many regrettable experiences. 
Particularly in the early days, the sub- 
stantial British and foreign firms in 
Hongkong with their branches in the 
Treaty Ports of China, served a useful 
purpese in acting as intermediaries be- 
tween Chinese and overseas traders. 


A market is an area over which buy- 
ers and sellers are in such close touch 
with each other, either directly or 
though middlemen, that the prices rul- 
ing in one part of the market affect the 
prices paid in other parts. In 1841 
Hongkone was an outlying trading sta- 
tion cut off from Europe by a two 
months sailing voyage and from China 
by nationalist regulations. Prices of 
the goods which were bought and sold 
were not very closely related to the 
prices of similar goods in other parts 
of the world although prices within 
the Colony must have tended to ranifor- 
mity because of the limited number of 
traders. The development of communi- 
cations over the century made funda- 
mental changes in the Hongkong mar- 
ket. The local merchants established 
close and constant touch with buyers 
and’ sellers all over the globe. Hong- 
kong became part of an international 
market. Prices in Britain, China, Amc- 
rica, the Philippines; Siam, Singapore, 
India, Amstralia, Sweden, Belgium or a 
dozen other covntries tended io be 
equated in Hongkong. Merchants re- 
ceived quotations from all] these sources 
and entered into contracts with the na- 
tion which offered the best terms. 
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The Colony is a part of the world 
market but it is not bv any means a 
perfect market. Buyers and _ sellers 
learn rapidly the prices at which trans- 
actions can take place around the earth 
but there are so many merchants in 
Hongkong that they have no idea of 
what sales and purchases have been 
made by their local competitors till the 
supplies come forward. The result is 
that when the price in Hongkong is 
high in relation to other countries there 
is a general tendency to buy and this 
leads to a glut about two months later 
when goods come forward in large 
quantities. Similarly, when Hongkong 
prices are relatively low there is a ten- 
dency for buyers to restrict their busi- 
ness and a shortage to result several 
months later. These tendencies are re- 
duced by the steadying influence of the 
regular importers with established agen- 
cies who tend to supply the market all 
the year round. But fluctuations are 
frequent and occasionally violent be- 
cause of delays in traders learning the 
volume of sales which have been made 
by other merchants. 


INDUSTRIES. 

As has been said but cannot be too 
often reiterated Hongkong relied for 
its very existence on the income der- 
ived from invisible exports such as the 
direct profit from trade, receipts for 
banking and insurance facilities, the 
provision of ships’ stores and bunkers 
and the repair of vessels. But, while 
depending first and foremost on en- 
trepot trade, a very large number of 
small industries and three or four 
large ones played an important (though 
rot always appreciated) part in the 
income of the Colony. In recent years 
industries became both more numerous 
and in a few cases large. 

Before describing the relative im- 
portance of manufacturing and pri- 
mary industries it is relevant to this 
survey to consider the nature of the 
Colony’s public utilities and communi- 
cations and particularly to note the 
part played by the Government in 
providing or controlling these facili- 
ties. 

A. Public Utilities and Communications 


In Hongkong the government car- 
ried cut very little ‘nationalisation’ of 
public utilities. The 22 miles of the 
Kowloon-Canton Railway in British 
Territory was owned by the adminis- 
tration. The roads, the port, the air 
port and the post office were under 
direct government control and were 
maintained by the government; but 
this was the limit of state ownership. 
In connection with the port and the 
post office private businesses per- 
formed functions which in many other 
countries fell within the scope of 
government Wharves and warehouses 
were under private control; water was 
taken to ships in the stream by a 
privately-owned water boat company; 
pilots were paid by shipping com- 
panies and were not employees of the 
Harbour Department. While the Post 
Office was responsible for mails and 
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telecommunication, both telephones 
and telegraphs were owned and 
operated by joint stock companies, In 
addition to the telephone system, the 
provision of gas and electricity, the 
operation of the ferries, the tramways 
and the Peak wire-rope tram were 
all privately undertaken, 

Almost every utility named above 
was, however, subject to some govern- 
ment supervision, and the widespread 
system of licencing was ysed to exer- 
cise some measure of control in the 
interests of the community as well as 
*o collect revenue, 


B. Other Secondary Industries. 


Hongkong’s manufacturing indus- 
tries were much more important to 
the Colony than was generally appre- 
ciated, even in local business circles. 
This importance’ was concealed be- 
cause \there were very few large or- 
ganisations when compared with 
twentieth century European’ under- 
takings. However, the following figures 
clearly show the large number of 
factories and workshops which existed. 


Year No. of Factories 
& Workshops. 
1901 863 
1911 1935 
1921 2301 
1930 3091 
1931 284 
1936 605 
1937 689 
1938 829 
1941 1200 


which these figures 
were compiled changed from 1930 to 
1931. In 4930 and earlier years the 
figures were estimates which included 
all factories and workshops in the 
Colony. In 1931 and subsequently, a 
factory or workshop was _ registered 
only if it employed twenty or more 
persons or if it used power driven 
machinery. However, the fall from 
3091 to 284 factories and workshops 
was probably not entirely due to the 
change in definition. The depression of 
that year must have put many of 
Hongkong’s pocket factories out of 
business, 

The vast majority of these hundreds 
of factories and workshops' were 
housed in converted tenements and 
were frequently limited to one or two 
rooms or even ae backyard. Most 
factories were Chinese owned. To 
understand Hongkong’s factories the 
bare statistics of the textile industry 
which gave more employment than 
any other, may suffice. In 1941, there 
were 150 factories engaged in cotton 
weaving and 450 in knitting, employ- 
ing 25,000 and 15,000 workers respec- 
tively. The average weaving factory 
employed 133 workers and the knitting 
factories averaged 33 employees.: As 
these factories conitained few automa- 
tic machines they were much smaller 
than European factories employing a 
similar number of workers. 

The size of the average ‘factory’ 
can be seen by comparing the 689 
factories 'which were registered in 
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1937 with the total labour force at 
the same date when 55,290 persons’ 
were said to be employed in shipyards 
and factories. Of this total between 
10,000 and 11,000 were said to be 
working in the shipyards. 
units were of equal size it would 
appear that each unit employed about 
80 persons. But the dockyards were 
such an exception to the general size 
that it is advisible to visualise the 
average factory as excluding dock- 
yards and the unit would, therefore, 
be more in the region of 65 persons.} 
This estimate takes account of 
registered factories only and in view 
of the very large number of unre- 
gistered factories and workshops there 
can be no doubt ‘that the average unit 
was much srhaller, 


Large scale industries were limited 
in number’ The largesi and earliest 
established, ship building and ship 
repair, grew out of the necessity to 
condition ships which used the Colony 
for trade, The first ship, the Celestial 
of 80 tons was built in 1843 and by 
the outbreak of the second world war 
two of the local yards were capable 
of turning out ships of up to 10,000 
tons. 


It was not until 1878 ‘that a large 
industry independent of shipping was 
established. This was sugar refining 
and was based on the Colony’s posi- 
tion as an entrepot. Raw sugar was 
imponted mainly from the Netherlands 
Bast Indies and the refined product 
re-exported, 


Another major manufacturing pro- 
ject, rope making, was set up in 1885 
and was closely connected with ithe 
servicing of ships. 


The next large industry, 
making, moved to Hongkong 
neighbouring Macao in 1899, 


Apart from those already named, 
the most important industries were 
those making beer, cement pipes, 
flashlight torches, rubber shoes, pre- 
served ginger, Soy sauce, rattan ware, 
buttons, leather goods, cigarettes, mat- 
ches, tinned goods, glass ware and 
paint. In addition there were a mul- 
titude of small factories, which were 
prosperous from time to time. 

_ The natural market for Hongkong’s 
industries was China. From time to 
time the imposition of customs bar- 
riers by Chinese au‘horities made the 
export of Hongkong manufactured 
articles difficult if not impossible, It is 
not surprising that it was often urged 
that, for trade purposes, the Chinese 
government should permit free inter- 
course between the Colony and China. 


cement 
from 


1In 1941 the 1,200 registereq fac- 
tories employed about 90,000 persons 
(Far Eastern Economic Review, 17th 
March 1947) and the average unit was 
of a comparable size ie. about 75 
persons if the dockyards, which em- 
ployed roughly 13,900 people, were 
included and some 65 if the docks 
were omitted. 


If all the’ 


It was argued that beth the capital 
and the labour of Hongkong were 
largely Chinese and normally ‘the 
wealth and the people returned to 
China, In these circumstances it was 
considered that there should be no 
restrictions on any trade between the 
Colony and China. This theory was 
put into practice by Hongkong but 
not by China, 

Generally speaking, labour in Hong- 
kong, cheap though it was, received 
higher wages and better working con- 
ditions in relation to output than 
did the workers in Japan. Consequent- 
ly the growth of industry in the Colony 
was of slow development. Some fac- 
tories, of which the brewery is a good 
example, were set up to meet local 
needs, but the settled government and 
the convenient shipping facilities of 
the Colony inevitably led to the 
estabishment of industries which 
catered mainly for an export market. 
During the thirties the growth was 
accelerated by the provisions of im- 
perial preference which gave goods 
made in Hongkong very real advan- 
tages over those produced in China 


or Japan, when the output was for 
export to countries in the British 
Empire. ‘ 


Tihe occupation of important Chinese 
cities by the Japanese in the late 
thirties led to a transfer of additionai 
industrial potential to Hongkong. The 
number of registered factories increas- 
ed from 689 in 1937 to 829 at the end 
of 1938. The local enterprises respond- 
ed to the exceptional needs for rear- 
mament and war supplies which arose 
after September 1939 when European 
produce was largely cut off from the 
East because of the great needs of 
Britain and because of physical bar- 
riers as the Nazi army overran Europe 
in 1940. During 1940 and 1941 Hong- 
kong’s industries expanded tremen- 
dously to meet needs and fresh mar- 
kets. Quantities of textiles, rubber 
boots, electric hand torches, bulbs 
and batteries, webbing, and trenching 


tools were exported. The Colony’s 
industries were flourishing as never 
before when the Japanese occupied 
Hongkong. 


Between January 1942 and August 
1945 manufacturing received a major 
setback. Honekong’s industries had 
been based on overseas markets and 
most factories relied on imports for 
their supplies of raw materials. Many 
factories were ‘forced te close down 
kecause of a shortage of raw material 
or because a market for the particular 
product no longer existed in the Far 
East. It was economic warfare more 
than physical destruction which crip- 
pled the Colony’s industries during 
this period. 

C. Primary Production. 

(i) Fisheries 

_Hongkong was a collection of fishing 
villages before it was a British colony 
and fishing was always the most im- 
portant primary industry of the area. 
Fish was a staple part of the local 
diet whenever wages were enough to 
enable the workers to eat anything 
additional to rice. The volume and 
value of the catch was great and the 
number of fishermen very large. In 
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1938 there were about 77,500 fisher- 
folk using Hongkong as a base of 
operation and a market for their catch. 
There were about 5,500 large and 
small fishing junks operating in the 
Colony’s waters and about H.K$24 
million was invested in the junks, the 
gear and the equipment. — 

Up to 1945 the fishing industry was 
underdeveloped and the’ methods an- 
tiquated and _ inefficient. A main 
reason for the lack of progress was 
because the fishermen were under the 
control of a few wholesale fish dealers 
(or laans). The laans financed the 
fisherfolk and bought their fish at a 
price which gave them a bare living. 

Fish was brought to market fresh 
or salted. The fresh fish were caught 
by small junks close to the island (the 
‘Jong liners’) and by a small fleet of 
trawlers operated by Japanese. These 
trawlers fished well out in the ocean 
and the catch was brought into the 
market on ice by fast motor tenders. 
Most of the large fishing junks operat- 
ed at a distance from Hongkong and 
had to salt their fish because the dis- 
tance was too great for a sailing junk 
to deliver its fish to the market in a 
fresh condition. The fresh fish were 
about two fifths of the total catch 
and were consumed in Hongkong while 
a large part of the salt fish was ex- 
ported. 

During the Japanese occupation the 
fishing industry came almost to a 
standstill. Few fishing junks worked 
from Hongkong because of the diffi- 
culty of obtaining rice for the crews. 
Many of the large vessels left Hong- 
kong for the duration of the war and 
put to sea from other fishing centres. 
Others found that the movement of 
merchandise paid better than fishing 
and remained in local waters. But 
such operations (which amounted in 
many cases to smuggling) were at all 
times very risky and many junks were 
sunk during hostilities. 

(ii) Agriculture. 

The local production of rice, veget- 
ables, fruit, poultry and meat was at 
no time of significant proportions. 
Only about twenty per cent of the 
Colony’s small area was under cul- 
tivation and only about 25,000 persons 
were engaged directly in farming. 
Production was by most primitive 
methods, and yields were low. 

The amount of rice annually pro- 
duced was insufficient to feed the 
urban population for more than two 
weeks. The crop was small despite a 
suitable climate and soil which made 
it possible to harvest two crops a year. 
The quality was good, however, and 
largely exported to the United States 
while Hongkong’s main needs were 
met by the import of rice of average 
quality produced in Indochina or Siam. 

In vegetables the Colony produced 


about one fifth of its needs. Fruit pro- 
duction was slight. The farmers 
reared a fair uiumber of _ livestock, 


mainly pigs and ploughing cattle, but 
even in pork which was the meat most 
consumed by the Chinese, the total 
production met but a small proportion 
of the needs of tl:e townspeople. 
Dairy farming was conducted on 
European lives by one company, 
founded in 1826, which milked about 
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2,000 cows but native animals were not 
well tended and were few in number. 

The rearing of poultry was for the 
most part unscientific and, though 
considerable numbers of chicken and 
ducks were raised and there was a 
move to scientific poultry breeding in 
1940, the needs of the population had 
largely to be satisfied from the Chinese 
mainland. 

From time to time there were great 
hopes of building up a large pig indus- 
try. An Economie Commission studied 
the question and lard was normally 
exported (to the approximate value 
of $4 million in 1937) but the industry 
did not become a major one. 

The farmers were almost all in per 
petual debt. If the man who worked 
the land did not own it, and this was 
the general rule, he had to pay one 
half of his produce in rent to tue 
landlord who was often an absentee. 
If rice seed had to be borrowed one 
and a half times the quantity loaned 
had to be repaid when the crop was 
harvested a few months later. 

The government was irt touch with 
the farmers thrcugh.a District Officer 
(on the British Colonial pattern) who 
acted through the village elders. The 
‘conditions of those who tilled the soil 
had not materially changed (they could 
hardly worsen, any change would al- 
most certainly have been an improve- 
ment) for a thousand years. 

Had the farmers been able to improve 
the quantity or quality of their out- 
put there was a ready market at their 
door. Land available was limited but 
there were opportunities for consider- 
able improvements, particularly in the 
field of animal husbandry and chicken 
Tearing. Above all, the farmers may 
have been able to increase their out- 
put and have been more interested in 
their land, had their intolerable bur- 
den of debt been eased and had they, 
through coperative marketing received 
a larger share of the retail price of 
their products. 

(iti) Mining. 

Mineral resources were thought to 
be small. Mining was carried out on 
a small scale for silver, iead, wolfram, 
magnetite, iron and kaolin and from 
time to time large workings were un- 
dertaken. The output from the mines 
Was never very considerable and can- 
not be treated as being significant to 
Hongkong’s economy. 


ECONOMIC ACTIVITIES OF THE 
GOVERNMENT OF HONGKONG 


In this brief description of the 
Colony’s economy and economic history 
the primary aim has been to observe 
government activity and inactivity, on 
cur assumption that a wide range of 
state operations exert regulative in- 
fluences over prices. This Chapter will 
conclude the sketch by briefly 
enumerating some economic activities 
of the Hongkong Government where 
they have come within fields which 
are generally left to private enterprise. 
The enforcement of law and order, 
the provision of such amenities as 
roads and water and the disposal of 
land for new building! will be omit- 
ted from this summary as their effect 
on post-war price control policy was 
neither very direct nor very marked. 
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On the other hand, some items which 
are not very significant in themselves 
will be included if they throw a little 
additional light on the economic pro- 
blems of Hongkong and manner in 
which they have been tackled or 
evaded by the administration. With 
the same aim several aspects which 
have already been mentioned will be 
expanded. 


A. The Foundation of the Colony. 


Hongkong became a_ part of the 
British Empire because in the early 
19th century the growing trade be- 
tween Europe and China was constant- 
ly restricted by the Chinese authorities. 
We are quite justified in saying that 
the wars with China which led to the 
acquisition of Hongkong were an ex- 
tension of trade onto tha field of 
battle.2 

The China War has been referred 
to as the “Opium” War and much has 
been written for and against the use 
of this appellation. Those who argue 
against calling the hostilities the 
“Opium” War point out that war was 
inevitable if trade were to continue 
because of the arrogant attitude of 
Chinese officials towards the barbarians 
(all non-Chinese) and hasten to explain 
that the opium was not forced on the 
Chinese but was readily accepted by 
them. The name of the war is of no 
more than academic interest from an 
economic point of view. No one has 
disputed that the war was based on 
trade considerations and, of course, 
that opium was one of the major com- 
modities handled. The war and the 
acquisition of Hongkong is a prime 
example of a government’s interfering 
in the existing trading conditions. 

At the same period we should per- 
haps note that Capt. Charles Elliot 
R.N. who, as Superintendent of Trade, 
was primarly responsible for obtaining 
Hongkong for the British Empire, was 
constantly interfering with commerce. 
A lesser deed than the acquisition of 
the island was the requisitioning of 
20,283 chests of opium from _ British 
merchants and the delivery of it to 
the Chinese authorities in March 1839. 
Other examples are that Elliot ordered 


1Sales of crown land were re- 
latively more important in Hongkong 
than in most countries. To meet the 
growing needs of the Colony for living 
space, land was constantly being re- 
claimed from the mountain slopes and 
occasionally from the sea. A volume 
could be written about the recurrent 
series of struggles between the ad- 
ministration and the holders of land. 
They centred around the length of 
tenancies and the rights of 
lot-holders of land on the sea-front to 
reclaimed land. The disposal of crown 
lands is, however, an accepted func- 
tion of government and had only a 
very indirect influence cver prices in 
general. The arguments need not be 
retold here. 

2These wars continued long after 
the cession of Hongkong in 1841 and 
the “Historical and Statistical Abstract 
of Hongkong” specifically refers to 
military operations against China in 
1842, 1847, 1857, 1858, 1859, 1860, and 
1861. 
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on 22nd March, 1839, all British mer- 
chant ships at the ‘outer anchorages’ 
to proceed to Hongkong; and, in 
November 1839, all merchant ships in 
Hongkong Bay were forced to remove 
to Tong Kwo (on the north-west of 
Castle Peak nearly twenty miles from 
Hongkong.) 


B. Population Movement. 

After 1914 the Hongkong administra- 
tion required Europeans to comply 
with passport regulations which were 
similar to those of other territories 
but there was no such restriction on 
the movement of non-Europeans. The 
lack of any formality on entry and 
exit was a feature of government non- 
interference which had profound in- 
fluence on the wage, and consequently 
price, structure of the Colony. 

For a brief period during 1941 the 
authorities endeavoured to restrict im- 
migrants to those who held a certifi- 
cate that they were residents of the 
Colony but the attempt was not suc- 
cessful. 

The government did, however, in- 
trude into a commercial enterprise 
based on migration. In 1848 the open- 
ing up of gold fields in the Sacramento 
Valley (California), referred to locaily 
as the ‘Old Gold Mountain’, and later 


the rich fields in Australia, the ‘New 
Gold Mountain’, initiated organised 
coolie emigration. Such emigration 


was at first the concern of the shipping 
companies who found a _ profitable 
business in the transportation of the 
Chinese workers, but the trade deve- 
loped to a contract system for the 
movement of coolies to countries re- 
quiring cheap labour. A Hongkong 
firm would arrange the shipment of 
the required number of coolies for a 
commission, and this became a flour- 
ishing business for many years. The 
“Historical and Statistical Abstract” 
tells us that in 1852 there was a great 
increase in emigration to the Straits 
Settlements and California and “emi- 
gration to Peru also benefited Hong- 
kong for a time till abuses connected 
with its trade necessitated abandon- 
ment.” In 1859 contract emigration 
was confined to British possessions, and 
in 1867 an Ordinance “directed against 
abuses such as had come to light in 
connection with coolie emigration from 
Macao” was passed ald was  subse- 
quently strengthened. 


C. Finance. 

(i) Currency & Exchange Control. 

A list of the government’s restrictive 
actions would be unbalanced without 
reference to the t1elative freedom in 
the realm of currency and exchange 
enjoyed during most of this period by 
the banking institutions in Hongkong. 
The Colony had no government con- 
trolled central bank and the right 
of note issue was. given to the three 
largest of the commercial banks. For 
ninety years the private banks were 
also privileged to regulate the rate at 
which the Colony’s currency exchanged 
for that of other nations and this rate 
was moved with changes in the price 
of silver. It was not till 1935 that the 
power of exchange control was vested 
in the administration. The Currency 
Ordinance 1935 set up an Exchange 
Fund based on sterling and thereafter 
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the administration had legal powers 
of exchange control. The chaotic fluc- 
tuations of the past were replaced by 
comparative stability, 

(it) Taxation. 

Emphasis has been placed on the 
Colony’s freedom from income tax un- 
til emergency war measures were 
taken in 1941. ; 

Similarly, duties were imposed on a 
more limited number of commodities 
than in most countries. For sixty- 
eight years Hongkong was literally a 
free port. Even in 1941 the claim was 
still made and not without justifica- 
tion. The number of taxed items was 
very limited, duties were applied only 
to goods retained in the Colony and 
the taxes were levied for revenue pur- 
poses on local production as well as 
on imports. 

Nevertheless, a tax on intoxicating 
liquors was imposed on 17th Septem- 
ber 1909 and remained in force, sub- 
ject to amendments in the rate of 
duty, thereafter. After the acceptance, 
under protest, of the principle of cus- 
toms duties at later dates a very few 
other items, tobacco, toilet prepara- 
tions, proprietary medicines and hy- 
drocarbon oils and aerated waters 
were added and a registration fee on 
Ae et aaa motor vehicles was im- 


For Hongkong the _ imposition of 
duties constituted a relatively much 
greater degree of government _inter- 
vention than similar action in other 
countries because the whole economy 
of the Colony was founded on the 
freedom of its trade. 

Revenue was derived largely from 
rates but stamp duties had been in- 
troduced in 1867 and _ remained in 
force. There had been a typically 
Eastern tax on salt imposed in 1844 
but it was abolished in 1858. 

One controversial and major item, 
peculiar to Hongkong, was the revenue 
received from cpium. 


The Opium Farm. 

We have already seen that opium 
Was one of the most important goods 
in E’cngkong’s early commerce with 
China. Another aspect of the problem 
was the sale of cvug within the Co- 
lony. 

The Colony had a large and growing 
Chinese population and the adminis- 
tration had to decide whether to per- 
mit the unrestricted smoking of opium; 
to ignore the practice; to limit it; or 
te make the habit illegal. 

The British Government had urged 
China to legalise the trade. Hongkong 
could not very well, in the same 
breath, prohibit its use in its own 
korders. The Chinese Government 
had indicated plainly its dislike of the 


habit; its unchecked indulgence in 
a British Colony just over’ the 
frontier could hardly be permitted. 


Moreover, funds were much needed to 
finance the Colony. Accordingly, the 
Governor (Sir Jchn Davies) decided 
upon a Juxury tax. and he effected it 
by selling to the highest bidder the 
sole right to retail opium, in quantities 
of less than a complete chcst, within 
the Colony. 

This action evoked 


strong protest 
from the merchants 


but the first 


Opium Ordinance was passed on the 
26th November 1844 and a retailer’s 
monopoly, generally referred to as 
the ‘opium farm’, was offered for sale 
by the Government. 


Nowadays Europeans may not be 
surprised at state supervision of the 
retail sale of opium but in 1844 the 
commercial community presented a 
heavily signed petition, for immediate 
transmission to the Secretary of State, 
complaining comprehensively of the 
exactions imposed on them. The farm 
was purchased for a monthly rental of 
$720 in 1844, $1,710 in 1845 and $1,560 
in 1846. The following year, licences 
were substituted for the farm. 

From 1848 the Government kept the 
opium monopoly in its own hands but 
a decrease in receipts became _ very 
marked and must have been balanced 
by an equally great increase in smug- 
gling. It was decided therefore, in 
1858, to revert to the leasing of the 
monopoly to a single dealer. It was 
to the interest of this farmer to re- 
strict illicit trade and so secure for 
himself the greatest possible profit. 
Because Hongkong was a free port 
there was no customs station to retard 
smuggling. The coast line was indent- 
ed and comparatively long. The cost 
to the government of policing this 
length of coast would have been very 
great, and it was decided to leave the 


prevention to the opium farmer. The 
government assisted the farmer 
to the extent that all persons 


landing in Hongkong’ were liable to 
be searched. He was granted’a staff 
of detectives and informers. The 
courts were constantly occupied with 
the cases of smuggling and illicit 
dealing which the farmer brought to 
light, and heavy fines, which helped to 
swell the cclonial revenue, were in- 
flicted. The number of people in gaol, 
on the cther hand, as a result of the 
vigilance of the opium farmer’s staff, 
was so great as to be a cause of con- 
siderable public expense. 


The farmer had the 
as much as 1,800 chests from bond 
each year. He was privileged to deal 
with the export trade as well as with 
local demands. 

The opium farm became an accepted 
fact and a most acceptable source of 
revenue to the Government for fifty 
years. In 1908, however, the question 
of opium was raised again in inter- 
national discussions and in the British 
House of Commons. A Bill was pass- 
ed which arranged for the progressive 
Gecreage of the emount of opium to 
be exportd out of India, and instruc- 
tions were dispatched to Hongkong 
that all opium divans in the Colony 
were to be closed. The Colony react- 
ed violently. 

The revenue from the opium farm 
had reached HK$2,200,000 for each of 
the three years 1906 and was let for 
HK$1,452,000 for each of tne follow- 
ing three years. The total annual re- 
venue from all sources averaged less 
than HK$7,000,000 during these six 
years so that the income from the 
opium farm supplied more than 25% 
of the Colony’s revenue over the 
period. Little wonder that in the 
Legislative Council the unofficial mem- 
bers took the opposite view to that of 
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the merchants of 1844 and in 1909 
were strongly opposed to the closing 
of the ‘farm’. The termination of the 
‘farm’ did not, in fact mean the ces- 
sation of government income from 
opium. An ‘opium monopoly’ succeed- 
ed the ‘farm’ and produced HK$345,- 
000 in 1938, HK$1,025,000 in 1939 and 
HK$2,250,000 in 1941. But closing of 
the ‘farm’ made inroads into the 
Colony’s revenue and in 1909, as has 
already been mentioned, customs 
duties were introduced. 

Affecting as it did the Colony’s 
pesition as a free trade port, this last 
act in the drama of the opium farm is 
an impressive instance of administra- 
tive interference in the affairs of com- 
merce. 


(iti) Trade Loan. 

The Colony’s prosperity was depen- 
dent on its trade and the strike and 
boycott of 1925 created exceptional 
difficulties for local merchants. To 
assist traders in meeting their commit- 
ments at a time when the banks were 
reluctant to increase ove.crafts, the 
administration issued a trade loan 
from 16th November 1925. Loans were 
made to individuals and firms for two 
year periods against approved securi- 
ties. Loans were made to the extent 
of $15,624,588 in 278 cases. Some loans. 
were repaid when they fell due but 
the government considered that the 
financial situation had not improved 
sufficiently in 1927 to justify the call- 
ing up of those which remained out- 
standing. At 31st December of that 
year the number of such loans was 
164 and the value $8,102,895. 

The repayments were made gradu- 
ally thereafter and the annual value 
outstanding was: 


DOZB Ais nto ener $4,697,906 
LE OZD ie Flere essere a $3,340,022 
19B0F pom cma $2,064,181 
1931) PQ RRS See $1,232,579 
E982 Tae ee to ere $ 752,751 
LOSS Peete eee tcc $ 574,500 
1984:0% Vcreeueerse $ 553,500 
LOSS cst. creersntn cies $ 548,500 
1936), cast erent $ 298,800 
BOS Ti. « Praag te ae $ 295,493 
L938). statatoxeine aatstug $ 153,271 
L989 w. -crzeramctereereee $ 79,771 
LOD», caer $ 72,271 


At the time Hongkong fell only one 
lcan remained for repayment. Over 
the years $485,913, or under 3% of 
the total loans, had been written of 
as irrecoverable. 

The trade loan of 1925 was an ex- 
ample of government intervention for 
the protection of an important section 
of the community. 


D. Sanitary & Factory Regulations 


(1) Markets. 


Regulations over the sale of perish- 
able foodstuffs exist in most modern 
states but the authorities in Hongkong 
assumed greater control over the mar- 
keting of fresh fish, meat and veget- 
ables than is usual in many countries. 
This control is first referred to in 
1842 the year after the Colony’s 
foundation when the ‘Central Market’ 
was constructed by the administration. 
The market’s interior is described by 
Sayer (quoting from the contemporary 


___ 1949 


press) as: “a judicious arrangement 
with separate and well constructed 
departments ist. for all kinds of meat, 
2nd. fruits and vegetables. 3rd. poul- 
try, 4th. salt fish, 5th. fresh fish, 6th. 
weighing room, 7th. money-changer 
houses, _ ete., etc.” In 1858 six large 
new retail markets were created (cen- 
tral, western, eastern, Tai Ping Shan, 
So Kun Poo, and Wanchai) for the 
sale of fresh foodstuffs. In the same 
year a Market Ordinance was passed. 

There have been amendments to the 
regulations from time to time and 
changes in the number, location and 
structure of the government’s markets 
but the controls continued to exist in a 
rigorous form in 1941. 

‘There were also numerous ordinan- 
ces dealing with the killing of 
animals. Depots and slaughter houses 
have been maintained by the adminis- 
tration throughout the Colony’s his- 
tory. 

These regulations did not include 
direct price fixation but, by restricting 
sales to certain places, by deciding on 
the rents to be charged and by gen- 
erally supervising the marketing ar- 
rangements, the government exercised 
an indirect control over prices. 


(%i) Factory & Labour Regulations. 
_The Factories and Workshops Or- 
dinance (No. 18 of 1937) consolidated 
and extended previous legislation. It 


provided for the registration and 
inspection of factories. Reculations 
ensured the _ efficient guarding of 


machinery and prohibited the employ- 
ment of women and young persons in 
dangerous trades or during the night. 

A Trade Boards Ordinance (No. 15 
of 1940) provided the machinery for 
fixing minimum wages, determining 
normal working hours and fixing over- 
time rates in trades where standards 
were unreasonably low but this or- 
dinance had not been operated at the 
time of the Japanese occupation. 

An Employers and Servants Or- 
dinance (No. 45 of 1902) provided for 
the giving if one month’s notice or the 
Payment of one month’s wages in lieu 
thereof before dismissal in the case of 
monthly contracts of service. Con- 
tracts for over one month had to be 
made in writing. 

These three Ordinances embraced 
the main labour legislation up to 1941. 
They are quoted to show that there 
was a tendency towards an increasing 
supervision of labour conditions being 
undertaken by the Administration. 
Nevertheless, the degree of government 
activity in this field was negligible, 
even in 1941. A side light on con- 
ditions in earlier years is given in the 
following extract from the China Year 
Book for 1929-1930 which says: “The 
practice of engaging children to carry 
coal, bricks and sand up the Peak, 
once so common and the subject of so 
much comment, has almost entirely 
ceased. Isolated cases still occur 
where children are found helning their 
mothers but they are not now regular- 
ly employed and engaged by directors 
for this work.” 

The method of organisation of 
labourers in Hongkong should, perhaps, 
be mentioned. There were many 
labour guilds registered in the Colony. 
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For many years these guilds were 
joint organisations of masters and 
men which resembled the mediaeval 
guilds of Europe. Their object was 
to provide social intercourse together 
with sickness, funeral and _ other 
charitable benefits for their members. 
During the two decades before’ the 
war, several of these guilds had begun 
to develop into trade unions represent- 
ing the .workers only. During the 
Japanese occupation trade union 
activity was at a standstill. 

The administration of Hongkong 
took a less active _ part in controlling 
wages and labour conditions and hence 
indirectly controlling prices than has 
been usual in most other countries. 


E. Public Monopolies. 

The government operated the Post 
Office and the Railway; was respons- 
ible for roads, bridges and water sup- 
ply; and supervised. the port and the 
air port. All other public utilities, the 
electricity, gas, telephones, trams, 
buses, and ferries were owned and 
operated by private companies under 
licence from the government. Control 
over the prices charged for a wide 
range of services were, therefore, sub- 
ject to much less control than was 
common in many other countries. 

The administration entered an un- 
usual sphere by opening ten public 
laundries in Wanchai in 1892 but the 
enterprise was not maintained. 

A sand monopoly was operated un- 
der a Sand Ordinance (No. 50 of 1935 
as amended by Ordinance No. 12 of 
1938). The objects of the monopoly 
were: (a) to preserve the sand beaches 
of the Colony, (b) to prevent the theft 
of sand from Land, foreshore or sea 
bed not under lease from the Crown. 
(c) to control the importation and (d) 
to regulate the removal of sand by 
junk, lighter, truck or lorry. 

Although not specified among the 
objectives, an obvious result was ef- 
fectively to control the price of sand 
and its uses. 


F. Imperial Preference. 

The commerce and industry of Hong- 
kong was so interwoven with world 
trade generally, that international 
government regulations were of para- 
mount importance. The best example 
of this type of control, in its influence 
on price levels within the Colony, was 
the policy of ‘Imperial Preference’. 

In tariff bargaining the Colony was 
in a weak position as it depended on 
the freedom of its trade, As a result 
of the Ottawa agreements, however, 
Hongkong granted Imperial preference 
to Empire produced tobacco, brandy 
end motor cars. In return other parts 
of the British Empire granted pre- 
ferences to certain Hongkong manufac- 
tures, particularly textiles, electric 
torches and rubber shoes. The pre- 
ferences did not cover the whole, or 
even a major part of the Colony’s 
production. The Dominion  govern- 
ments were reluctant to permit Hong- 
kong’s manufactures to compete with 
their own industries. For instance, 
Canada would not lower her duty on 
rope from Hongkong. However, the 
concessions on textiles, torches and 
rubber shoes assisted the development 
of these industries. 


To obtain imperial preference it was: 
ruled that the ‘Empire content’ had to. 
be fifty percent of the total value of 
metal or rubber goods and twenty five 
percent of the value of textiles. The 
empire content was assessed on the 
cost of materials produced or work 
done within the empire. Hongkong 
factories were classified as British and 
the Colony’s industrialist’s relied in 
the main, on the value added by their 
processing in order to qualify for pre- 
ference. Foreign raw materials were 
mainly cheaper than British and were 
principally used. For instance, the 
brass used in manufacturing torches 
was imported from Germany and there 
was doubt as to whether the empire 
content reached fifty percent. Great 
Britain refused to give preference to 
Hongkong torches unless empire brass 
was used but the local manufac- 
turers considered the price too high 
and chose to pay the full British tariff 
rather than hinder their sales in 
Malaya, ™ndia and South Africa where 
their torches were accepted as having 
fifty per cent empire content. Similar- 
ly the rubber shoes, while containing 
Malayan rubber, had used canvas from 
the United States of America. In this 
case, however, United Kingdom can- 
vas was subtituted in order that the 
British market should be retained. 


The textile industry received benefit 
from imperial preference in Malaya 
and the West Indies and also from the 
ban imposed against Japanese goods 
by the Philippines and the Netherland 
East Indies. To secure preference 
under the Ottawa Agreement it was 
necessary only that manufacturers 
should themselves declare that the 
goods contained the necessary twenty 
five per cent of Empire content. It 
soon appeared that the Colony was 
being used by the Japanese as a base 
for the evasion of duties. There were 
said to be four methods whereby 
Japanese cotton and artificial silk 
goods were transmuted into empire 
products:— (i) Japanese artificial silk 
goods were imported, a _ pattern 
stencilled upon them by hand and they 
were re-exported as British products. 
on the manufacturer’s declaration that 
the hand labour had added _ twenty 
five per cent to their value. (ii) Cot- 
ton and artificial silk yarn from Japan 
or North China were imported and 
woven into piece goods. (iii) Japanese. 
piece goods were imported and made 
up into garments. (iv) Imported. 
J’apanese artificial silk yarn was knit-. 
ted into cheap singlets. 


In February 1937 the Secretary of 
State for Colonies informed the 
Colony that the non-self-governing 
Colonies would be advised to give pre- 
ference to piece goods from Hongkong 
only if they could be proved to have 
been spun, woven and finished in 
Hongkong. The Colony was without 
spinning mills but yarn imported from 
an Empire country made the goods 
eligible. Knitted and made up gar-. 
ments were not affected. The new 
rule came into effect on 26th June 
1937. The result was to curtail (i) 
above; to restrict (ii) to goods made 
from empire yarn; and (iii) and (iv) 
were not affected. 
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The practice of accepting the manu- 
facturers’ statement of the empire 
content was open to abuse and_ the 
United Kingdom and_ some of the 
Colonies instituted a rule that accoun- 
tants must certify to the accuracy 
of industrialists declarations. The local 
government was in turn required to 
endorse that the accountants’ certifi- 
cates were genuine and issued by a 
firm of good standing. These regula- 
tions were unfortunate from the view- 
point of many small industrialists who 
found it easier to close down than to 
obtain the necessary’ certificates but 
they must have tended to reduce tit 
the evasion which had been practised. 


G. Direct Price Control. 
From the indirect controls over prices 
we must now turn to the direct re- 


gulation of the state. Surprisingly 
there is an early instance of gsuwth 
activity. 


When Sir Henry Pottinger paid his 
first visit to Hongkong on the 21st 
August 1841, he found a retail fvod 
market, complete with price-list under 
the hand of the Chief Magistrate 
(Major Caine) in full swing. It is 
not possible to say, from the available 
evidence, whether Caine’s list fixed 
prices in advance or merely recorded 
them in arrears. From the degree ot 
Government supervision in the infant 
community in other fields, particularly, 
of course, the employment of Jabour 
in roadmaking, it is not improbable that 
prices of foodstuffs were contrloled 
Even though prices may not have been 
rigidly fixed, the publication of a ist 
of retail prices under the signature ot 
the Chief Magistrate indicates no sma.. 
degree of administrative interest :. 
the cost of commodities. 


During the war of 1914-1918 some 
direct price control was attempted. 
The controls were applied mainly to 
foodstuffs and they were said to have 
been fixed at such high levels that 
goods were always available below the 
official prices. The whole scheme was 
said to have been half-hearted and lax. 


With the outbreak of the second 
World War more rigid food price con- 
trol] regulations, effective from 8th 
September 1989, were introduced. With 
a view to preventing profiteering these 
regulations made it an offence to retail 
any food imported into Hongkong, ex- 
cept from Ching or Macao, at a price 
more than 10% above the retail price 
for such food as at 31st August 1939. 
Within a very short time the adminis- 
tration had to show. that it was in 
earnest by prosecuting firms which 
contravened the regulations. But i. 
was also found that, to be effectivo. 
the original regulations had to be 
modified. As from 5th October 1939 
the percentage increase permitted 
was raised to 15% in the case of goods 
originating from non-sterling countzies. 
This step was rendered necessary by 
#he open market depreciation of 
sterling in terms of gold currencies. 
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By notification dated October 20th, 
control was restricted to certain listed 
articles, regarded as_ essential items 
of food. It was intimated that it was 
considered unnecessary to contro] ar- 
ticles which were in the nature of 
luxuries because the public could exer- 
cise price contro] for themselves by 
refraining from purchasing and by 
using substitutes. In regard to the 
listed articles, the rule regarding 10 or 
15 per cent permitted increases was re- 
tained, but it was stated that if it was 
shown that landed costs of any of these 
articles had increased to such an extent 
that the percentage increase would still 
feave the retailer to sell at a loss, a 
Prices Board would fix maximum retail 
prices for these articles and notify them 
in the Gazette. Later on, as landed 
costs rose further, or fell, adjusted’ maxi- 
mum retail prices would be announced. 
It was also intimated that the Prices 
Board would always be prepared to con- 
sider representations from members of 
the public who might consider that the 
maximum prices permitted were ex- 
cessive owing to change in circum- 
stances. Evidence of increased landed’ 
costs was at first submitted to the 
Prices Board through the Chamber of 
Commerce and the Food Controller but, 
later, merchants submitted such _ evi- 
dence direct to the Food Controller, 
amended maximum prices being notified! 
from time to time in the Gazette. 

Food price contro] was followed by 
control over the prices of other goods. 

Locally manufactured cement was 
given a price ceiling in February 1941. 

The control of firewood was intro- 
duced on 17th September 1940 by the 
issuing of permits to those who applied 
to carry on the business of buying and 
selling firewood.The average annual 
imports of firewood from all sources 
for the five years preceding the Sino- 
Japanese war ammounted to nearly 214 
piculs. (333.3 lbs.) per head of the esti- 
mated population. Three-quarters of the 
above imports were from the mainland 
of China, the most important source of 
supply being the West River district of 
Kwangtung. Supplies of firewood from 
the West River district were cut off 
tollowing the Japanese occupation of 
Canton in October, 1938, and the sub- 
sequent closing of the Pearl River, but 
the local fireWood dealers maintained 
their imports at approximately the pre- 
war figure by dsawing supplies from 
Malaya and Borneo. Imports from these 
sources rose from 630,791 piculs in 1937 
to 1,721,709 piculs in 1939 and 1,683,007 
piculs in 1940. ‘T'nese supplies were, 
however, quite inadequate to provide 
for the great increases of population, 
which had been swollen by the influx 
of refugees numbering up to three quar- 
ters of a million, and the price of fire- 
wood conseanently rose from 120 catties 
for the dollar (the normal pre-war 
figure) to less than 20 ecatties in the 
esrlv part of 1941. The failure of tire- 
wood dealers to increase their imperta- 
tions may have been in some part due 
to fears that a sudden decrease in the 
Colony’s population, or a Japanese de- 
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cision to re-open the Pearl River, would 
force them to sell at a loss, but reliable 
evidence from Borneo showed that large 
stocks available there were being wth- 
held from shipment with the apparent 
intention of creating an artificial short- 
age. It was decided that, before a con- 
trol of firewood prices could be success- 
fully imposed, Government must te in 
a position to sell firewood itself at a 
fixed price. It was also imperative for 
reasons of defence that firewood should 
be available independently of stocks in 
dealers’ hands. Arrangements were 
made by the administration for the 
monthly supply of 273,200 piculs of fire- 
wood (77,200 piculs of mangrove wood 
from Penang (Malaya) and 196,000 
piculs from Borneo.) The importation 
by Government was intended to enable 
a siege reserve to be built up and at the 
same time to force the firewood dealers 
to sell at fair prices. The retail price 
of firewood was fixed at 40 catties per 
dollar on 25th February, 1943. 

An order made under the Defence Re- 
gulations, 1940, and published as Gov- 
ernment Notification 547 in the Gazette 
of 17th May, 1940, required overy per: 
son who had possession, custody or con- 
trol of more tban ten tons of coal to de- 
liver to the Stores Controller weekly 
a return, in the prescribed form, show- 
ing receipts, issues and stock in hand. 
The export of coal was prohibited except 
by licence and all applications for export 
required to be endorsed by the Stores 
Controller. Price contro] was not in- 
stituted but cases of alleged profiteering 
in the sale of coal for domestic use were 
investigated under the powers conferred 
by the Defence Regulations, 1949, and 
the subsequent action taken proved ef- 
fective in forcing dealers to, sell at fair 
prices. 

These measures of price control came 
to an abrupt and untimely end when 
the Japanese conquered the Island on 
25th December 1941. 


H. Conclusion. 

In this recital of a number of res- 
trictive commercial actions which have 
been undertaken by the public authority 
from time to time it is possible that the 
impression may have been created that 
the government played a large part in 
Hongkong’s economic affairs. Nothing 
could be farther from the truth and it 
is perhaps advisable to reiterate that 
Hongkong clung to freedom of trade 
at all times. Even the growth of tariff 
barriers in most other countries did 
little to change Hongkong’s position. 
This freest of ports exercised so little 
control over the commerce passing 
through it that no statistics were col- 
lected until 1918 and, jn order to econo- 
mise during a later time of financial 
stringency (From July 1925 to March 
1930), the authorities dispensed totally 
with the recording of trade statistics 
for five years. 

Hongkong was a part of the world 
market for many commodities. Capital, 
labour and goods could enter and leave 
the Colony with greater freedom than 
that enjoyed in other countries. The 
vital characteristics of the Hongkong. 
government’s incursions into the econo- 
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THE STERLING AREA AND THE US$ PROBLEM 


It must be remembered that for dol- 
lar accounting purposes it is the whole 
Sterling Area, and not merely the LBB yt 
which is the significant unit. This is 
because members of the Sterling Areal 
share a common pcol of gold and 
dollars to which they all contribute, 
and upon which all are free to draw 
(subject in certain cases to an agreed 
quota). One of the advantages of this 
system. is that a group of countries can 
get along with smaller working re- 
serves if the latter are pooled than if 
each country has to hold its own re- 
serves separately. The U.K. acts as 
the banker of the Sterling Area and 
administers the central reserves of 
gold and dollars. 

It follows from this: — 

_ (a) that the real key to understand- 
ing the current dollar position is not 
the balance of U.K. payments, but the 
net gold and dollar deficit of the Ster- 
ling Area, the figures of which are now 
published quarterly (in the first quar- 
ter of 1949 this was £82 million, equi- 
valent to £328 million a year); 

(b) that this deficit represents the 
excess of dollar expenditure over dol- 
lar income of the whole Sterling Area 
---the reduction of the deficit depends 
therefore upon the action taken to in- 
erease earnings and reduce expendi- 
ture by the sterling Dominions and the 
Colonies, as well as by the U.K. 


Reasons for Dollar Payments and 
Receipts 


Visible imports and exports are only 
part of the story, for payments and re- 
ceipts are affected also by a large num- 
ber of “invisible” transactions—e.g. oil 
sales and production expenses, ship- 
ping, payments of interest and divi- 
dends, tourist and business travel, 
films, Government overseas expendi- 
ture, insurance and banking services. 
The importance of these ‘“invisibles” 
tends sometimes to be overlooked be- 
cause the figures cannot be calculated 
and announced every month in the way 
that figures of imports and exports 
are (in the U.K. they are published 
half-yearly in a balance of payments 
White Paper). But though the figures 
are not published, it must be emphasis- 
ed once again that these “invisible” 


1These members are the United 
Kingdom, Australia, New Zealand, 
South Africa, India, Pakistan, Ceylon, 
S. Rhodesia, the British Coionial Em- 
pire, Eire, Iraq, Iceland and Burma. S. 
Africa now looks after most of her own 
dollar requirements, meeting these 
largely by sales of gold of which she 
is a large producer. Iceland, though 
in the Sterling Area, does not draw on 
the dollar pool. 
RSS EOS 


mic sphere were not frequency or ex- 
tensiveness but rarity and restrictive 
ness. Our survey must conclude on the 
reflection that the limited range of ad- 
ministrative controls made Hongkong 
at the outbreak of the Second World 
War, one of the nearest approaches to a 
laissez-faire economy to be found any- 
where in the world. 
— Copyright, 1949. — 


transactions, as well as visible imports 
and exports, are reflected in the Ster- 
ling Area dollar deficit. 


Dollar payments do not, however, 
arise simply out of Sterling Area trans- 
actions with the dollar countries.2 The 
reason for this is that sterling coun- 
tries may be forced to pay gold or 
dollars in part settlement of their ac- 
counts with certain non-dollar coun- 
tries from whom the Sterling Area 
obtains vital supplies. Chief examples 
are:— , 

(i) Belgium and Belgian Congo — 
whose exports to the U.K. and the rest 
of the Sterling Area include steel, flax, 
machinery, fertilisers, raw cotton, cop- 
per, diamonds and coffee. 

(ii) Switzerland — an _ important 
source of supply for machine tools, 
textile and other machinery. 

(iii) Persia — vitally important be- 
causs of its oil, the development of 
which is largely in the hands of a Bri- 
tish company (a fact which places the 
Persian Government in a strong bar- 
gaining position; payments between 
Persia and the Sterling Area are re- 
gulated by an agreement under which, 
in effect, the U.K. provides Persia with 


the dollars she needs to cover her 
“essential” imports from the dollar 
area). 


These dollar payments to non-dollar 
countries have assumed considerable 
dimensions and are at present of the 
order of £100 million a year. These 
payments too are, of course, reflected 
in the Sterling Area deficit. 


The principal items of Sterling Area 
dollar expenditure may therefore be 
listed roughly as follows:— 

(i) Purchases of goods (including 
oil) from dollar countries, whether by 
the U.K. or by other members of the 
Sterling Area. (In 1498 U.K. visible 
imports from dollar countries came to 
about £400 million and other Sterling 
Area imports to about £300 mi‘liiu™) 

(ii) Payments (whether by the U.K. 
or by other members of the Sterling 
Area) for “invisible” services rendered 
for example:— 

(a) interest and dividend pay- 
ments to dollar countries; 

() freight charges for the use of 
U.S. and Canadian ships; 

(c) the hire of American films; 

(d) business travel in N. America 
by residents of the Sterling Area— 
also publicity, servicing and other 
expenses incurred by British firms 
in N. America; 

(e) poyments for financial, insur- 
ance and banking services rendered 
by U.S. or Canadian companies; 

(f) administrative, diplomatic, 
military and other expenses incurred 
in the dollar area by the Govern- 
ments of Sterling Area countries; 


2Canada and the U.S.A. are the 
most important of the dollar countries. 


Others are Philippines, Cuba, Haiti, 
Dominican Republic, Mexico, Guate- 
mala, Honduras (non-British), Salva- 


dor, Nicaragua, Costa Rica, Colombia, 
Panama, Venezuela, Ecuador and Boli- 
via, 


(g) operating expenses (including 
royalties) of British oil companies in 
Central America (eg. Venezuela, 
Colombia); 


(h) purchases from dollar sources 
of equipment for British oil com- 
panies operating overseas (this item 
is included in “invisbles” in the bal- 
ance of payments White Paper). 


It may be noted that dollar expendi- 
ture on oil, which includes a small part. 
of item (i) as well as (ii)g and (ii)h, 
is very large: in fact even the net dol- 
lar cost of oil to the Sterling Area (i.e. 
expenditure, less receipts from sales of 
cil to U.S. companies) is at present 
over £100 million a year, 


On the income side the following are 
the main items in the Sterling Area’s 
dollar account :— 

(i) proceeds of U.K. exports to dol- 
lar countries (in 1948 these were of. 
the order of £150 million); 

(ii) proceeds of other Sterling Area 
exports to dollar countries (in 1948 
these were of the order of £275 million, 
of which the Colonies accounted for 
over £100 million; the most important 
commodities are rubber, wool, cocoa 
and tin); 

(iii) “invisible” dollar earnings of 
U.K. and other Sterling Area countries. 
-- e.g. from tourism, shipping, films, 
banking, insurance and financial ser-- 
vices, interest and dividends, oil sales 
(the latter for accounting purposes be- 
ing included in “invisibles,” in spite 
of the fact that oil purchases are 
reckoned as visible imports); 

(iv) gold production in the Sterling 
Area (apart from S$. Africa, this 
amounts to £20 million a year). 


The Deficit since the War 


The problem of the dollar deficit was 
extremely severe in the carly part of 
the war. Lend-Lease and heavy U.S. 
local expenditure in the U.K. covered 
the deficit —- and built up reserves 
again — till the end of 1945. The de- 
ficit remained and in 1946 amounted to 
£226 million; it increased enormously 
in 1947 to £1,024 million; in 1948 it 
was reduced, with the aid of drastic 
cuts in expenditure, to £428 million. 
Quarterly figures are as follows: 


Gold and.dollar 
deficit of the 
Sterling Area 


£ million — 
quarterly rate 


1946 January—June x. 40 
July—December .. 73 
TO47-S PAG) Lire wrcaaherst aren skeysve 227 
QTC AG) bree ucas sxsntts 242 
SPO QUr on cnert aeeutben 4 381 
Athi Qtr pesca teks 174 
TO4801 St ‘Obra irecretee oi 147 
2nd ‘QU Bie, nite 107 
SrduQtrigaecieete «cate 76 
Athy. QUrs Bib..castusrs 93 
U949° 1st" tre hg ee mee 82 


In the three calendar years 1946-8 
there was thus a net gold and dollar 
deficit of £1,673 million. This was 
covered as follows:— 


U.K. Drawings on U.S. Credit. £930 
ier (This was exhausted early in 
1948). 
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1J.K. Drawings on Canadian Credit. 
£248 million (Only £64 million of this 
cradit was left at the end of 1948. The 
rate of drawing is at present being 
limited by agreement with the Cana- 
dian Government to £24 million a 
month). ; 

U.K. Drawings on I.M.F. £75 million. 

Indian Drawings on IMF. £17 
million. : 

Gold Loan from S. Africa. £80 mil- 
lion (This loan was made early in 1948; 
it is now being repaid in sterling). 

Recepts under E.R.P. (by U.K. and 
Ireland). £169 million (E.R.P. started 
in April 1948). 

Drawing Down of U.K. Gold and 
Dollar Holdings (i.e. the “Central Re- 
serves”) £155 million. 

Total: —£1,673 million. 


The Sterling Area’s gold and dollar 
reserves were thereby reduced from 
£612 million at the end of 1945 to £457 
million at the end of 1948. The latter 
‘figure does rot, however, reflect the 
true position since there is a consider- 
able time-lag in receipts of dollars un- 
der E.R.P. Government policy is to 
maintain the reserves at the same level 
as at the beginning of E.R.P. (£552 
million). 

At present the rate of deficit is much 
in excess of the amount of E.R.P. aid 
available in 1948/49—and even more 
in excess of the reduced amount of aid 
which must be expected in the second 
year of E.R.P. beginning on July 1st. 
(Thea amount of aid to the U.K. and 
Treland in 1949/50 is unlikely to be 
amore than £250 million at the outside.) 
E.R.P. aid is not, of course, the only 
means we have of covering the deficit 
without further drawing on reserves, 
‘but it is much the most important. 


The Dollar Export Drive 


The U.K. dollar export drive must 
‘be one of the main approaches to a 
solution of the Sterling Area dollar 
‘problem. It is not expected that earn- 
ings of U.K. exporters will alone be 
Sufficient to cover the cost of all the 
U.K.’s_ dollar imports, let alone 
the whole of -U.K. dollar expen- 
diture (nor were they before the 
war). But this in no way lessens 
the central importance of increas- 
ing U.K. export to N. America. In 
fact, these exports are at present only 
sufficient to pay for well under half 
U.K. imports from N. America, and 
that is clearly a situation which can- 
not continue for long. 


The target for exports to N. America 
in the calendar year 1950 is £180 mil- 
lion (re-exports are not included in this 
figure). 

Canada and the U.S.A. are the only 
large markets where U.K. exports 
directly earn dollars and as such are 
rated absolutely top priority. But 
there is great need also for increased 
exports to other hard currency mar- 
kets, particularly Argentina (to pay 
for vital supplies of meat, hides and 
skins, maize, linseed, etc), Belgium and 
Switzerland (to reduce the Sterling 
Area deficits with these countries, 
which at present cost us gold) and to 
Persia (to supply her with more of the 
things which she is at present buying 
with dollars provided by the U.K.). 


We must also bear in mind that 
U.K. exports to other Sterling Area 
countries may save them from having 
to pay dollars from the common pool 
for purchases in America, and_ these 
markets are therefore of great impor- 
tance too. ‘ 

The task of increasing U.K. dollar 
earning is not one for manufacturers 
and exporters of merchandise alone. 
Quite apart from the vital contribution 
to be made by British oil companies 
in expanding dollar sales, there are 
also the “invisible” earnings of the U.K. 
film industry, the catering industry, 
the merchant marine, banking and in- 
surance companies. For instance, U.K. 
dollar earnings from tourism this year 
are expected to be nearly one-tenth of 
the earnings of all visible exports to N. 
America (last year U.K. dollar receipts 
from tourists and other foreign visitors 
were about £12 million). As for ship- 
ping, the U.K. is still spending under 
this heading slightly more dollars than 
it is earning, but it is envisaged in the 
U.K. Long-Term Programme, which 
was submitted to O.E.E.C. last year, 
that the present dollar deficit will be 
converted into a surplus of the order 
of £10 million by 1952/3. 


The Dollar Situation before the War 

In 1938 U.K. exports to N. America 
paid for an even smaller proportion of 
U.K. imports from N. America than 
they do now. This can be illustrated 
by the trade returns: 


U.K. Trade with N. America 
(£ million) 


1938 1948 
U.K. Imports from N. 
America’ (Gift) ot.cid. 199 407 
U.K. Exports and Re- 
exports to N. America 
(£0. ba) ores ccs ietrress 144 
Imports are here valued cif. (i.e. 
including cost of freight, insurance, 


etc.) and in both years therefore the 
figures exaggerate the adverse balance 
of visible trade. They do, however, 
bring out the point that even before 
the war U.K. visible exports to N. Am- 
erica came nowhere near to paying for 
our purchases in Canada and the 
U.S.A. 

Before the war most countries did 
not in any case have to settle their ac- 
counts on a bilateral basis, since na- 
tional currencies were more or less 
freely convertible. What concerned a 
country was therefore its total overseas 
surplus or deficit, and not its dollar 
deficit, its sterling deficit or its deficit 
in any other particular currency. 

(In practice, governmental economic 
policy was not primarily concerned with 
the balance of payments as such at all. 
because international economic fluctua- 
tions were usually reflected in fluctua- 
tions in employment and the national 
income. When exports fell, the effec- 
tive demand for imports fell also, 
though not necessarily at the same 
rate. Furthermore, in the British case 
foreign reserves were so large that we 
could to some extent live on canital 
without immediately harmful results.) 

No complete record was made of 
transactions between sterling countries 
and dollar countries, and the problem 
of producing a reliable estimate of pre- 
war sterling/dollar payments is fur- 
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ther complicated by the world fluctua- 
tions from year to year in movements 
of private capital. It was these, rather 
than disequilibrium on current ac- 
count, which were largely responsible 
for the violent exchange crises which 
countries sometimes experienced. In 
the short term it is probable that at 
the prevailing exchange rate, the de- 
mand and supply for the two curren- 
cies on current account was usually 
more or less in equilibrium. It may 
be, however, that this equilibrum was 
getting progressively more precarious, 
and that there was a long-term trend 
towards unbalance between the ster- 
ling and the dollar area—though the 
evidence on this point is not conclusive. 


The basic explanation of our post- 
war dollar problem is that the war has 
destroyed the balance between produc- 
tion in the Western Hemisphere and 
production in other parts of the world. 
The demand of non-dollar countries for 
dollar goods consequently far exceeds 
the demand of dollar countries for 
non-dollar goods, and the dollar is 
therefore universally scarce. Countries 
earning dollars require them for their 
own purchases in America, and there 
is thus no longer much scope for non- 
dollar countries to earn dollars from 
one another—that is, the other foreign 
currencies we earn are not convertible 
into dollars, and the Sterling Area can 
therefore only expect to obtain dollars 
from direct transactions with dollar 
countries. 


More specifically, the deterioration 
in the position of the Sterling Area 
vis-a-vis the dollar area since before 
the war may be explained in various 
ways:— 

(a) the breakdown of multilateral 
trade, which means that sterling coun- 
tries can no longer earn dollars from 
other non-dollar countries (though it is 
not certain to what extent this happen- 
ed before the war, if indeed at all); 

(b) the increased dependence of the 
Sterling Area on supplies from Ameri- 
ca (the U.K. is no longer obtaining a 
greater volume of imports from N 
America than before ¢he war, but the 
rest of the Sterling Area certainly is): 

(c)_ the fall in the purchasing power 
of gold, the price of which has remain- 
ed fixed since before the war; 

(d) loss of “invisible” dollar in- 
come, particularly from interest and 
dividends (due to the wartime sale of 
assets) banking and insurance and 
shipping. 

(e) tha decline in real value of our 
remaining “invisible” income, due to 
the general rise in prices. 

It should, however, be noted, that, 
though changes in the terms of trade 
during the past 10 years have proved 
unfavourable to the U.K., this may not 
be true of the Sterling Area as a whole. 
Again, the volume of Sterling Area 
exports to N. America, though sharply 
reduced in the immediate post-war 
years, is now. probably not very differ- 
ent from the volume in the 1930's. 
Though insufficient is known about this 
subject to form any reliable estimate, 
the fall in the value of gold ( (e) above) 
is probably one of the biggest single 
factors behind the present Sterling 
Area dollar deficit. 
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Hongkong Stock & Share Market 


Events in South China were watch- 
ed with apprehensive attention and as 
the KMT armies’ resistance again 
crumbled before the advance of the 
Communist forces and, as usual, de- 
fection and treason occurred, little 
faith in the ability of the Canton gov- 
ernment to maintain itself in the 
neighbouring province for a period ex- 
ceeding 6 to 8 weeks was shown. The 
share market has however long ago 
discounted the effects of the collapse 
of the KMT government. That Hong- 
kong will have to face across the bor- 
der a Communist authority has become 
obvious after the practically unopposed 
Yangtsze river crossing and the cap- 
‘ture of Nanking; the surrender of 
“Shanghai appeared to seal the fate of 
the KMT. 


The community, irrespective of na- 
tionality and race, endorses the official 
policy of Hongkong to maintain friend- 
ly relations with any authority which 
has established itself in China, a policy 
which has been made clear in recent 
statements by the British Foreign 
Minister and the Governor of Hongkong. 
Itisa matter for the people of China to 
choose their government; that the in- 
efficient and oppressive KMT govern- 
ment is now about to be overthrown is 
nowhere deplored but that a Commun- 
ist government is presently emerging 
may have unfavourable repercussions 
On business generally. Provided that 
the CCP adheres to its previous policy 
statements of promoting trade and 
industry and of protecting private in- 
terests during the long period of “New 
Democracy,” there should be no reason 
for harbouring suspicions and denoun- 
cing the new regime of ulterior mo- 
tives. Unfortunately, the press and 
radio announcements of recent weeks 
mostly emanating from Peiping where, 
cne supposes, more CCP control is in 
evidence than in Shanghai or newly 
‘liberated’ areas in the south, have had 
a discouraging effect on commerce gen- 
erally. 


The possibility of the CCP’s subser- 
vience to Moscow is a matter which 
is always present and it is here where 
Chinese and foreign business men can- 
not conceal their anxiety. Every poli- 
tical move in this age is subordinated 
‘to the strategic necessities of the ‘cold 
war’ and és the chief protagonists of 
this period through which we cannot 
help to live as witnesses, and perhaps 
as victims, are jockeying for the most 
advantageous positions, it is of course 
only logical to expect pressure by 
Soviet Russia on ‘red’ China. The CCP 
is dependent on Moscow to a much 
greater extent than is commonly sup- 
posed; although some Peiping broad- 
casts reiterate the ‘intrinsic strength’ 
ct the People’s Liberation army, the 
fact is that without future ample sup- 
port and direction by the USSR the 
existence of China is a precarious one. 
Being thus obliged, possibly against, 
better wisdom, to comply with world- 
wide strategic concepts of the USSR 
the CCP may find itself one day in a 
position of actively antagonising Bri- 
tain and America. Hongkong may 


then come into the forefront of Anglo- 
Chinese disputes not for the sake of 
negotiating a compromise or otherwise 
settling locally arising issues, but for 
the purpose of political deviation and 
embarrassment. Over the emergence 
of such Moscow-inspired incidents of 
hes future Hongkong will have no con- 
rol. 


What can be done to avoid incidents 
and friction, on Hongkong’s side, will 
be done and has been done. It re- 
mains to be seen how contacts will 
work out in fact when the CCP will 
establish itself formally in Canton but 
there is guarded optimism that the 
new regime will realise the advantages 
of cooperating with Hongkong and re- 
maining on amicable terms. Tension, 
nevertheless, will remain with us for 
a long time as over-all considerations 
of a potential third world war cannot 
be brushed away here, or anywhere 
else. 


The steadily arriving British forces 
have had a very reassuring effect on 
the community at large. There will be 
shortly an army of over 25,000 men in 
the Colony and considerable naval and 
air force contingents will further rein- 
force the defence position of Hongkong. 
Under these conditions it apvears most 
improbable that any attack from the 
north will be attempted and there has 
of course never been any _ indication 
that the CCP is contemplating any 
military adventure outside the borders 
of the vast country. One can afford 
to take a sanguine view of develop- 
ments in the future especially now 
when the U.S. Government, through 
Secretary of State Acheson, has made 
it clear that any form of aggression by 
the CCP led People’s forces beyond the 
borders of China will bring about Am- 
erican military action. Although 
Hongkong is now in the centre of the 
Far East’s ‘cold war’ the situation can 
be calmly viewed as on one hand ample 
preparations have been made or are 
now being made to meet any emer- 
gency, while on the other hand the 
sound sense of the Chinese people can 
be relied upon to avoid any course of 
action which ultimately would only 
result in a national calamity. If the 
leaders of the CCP can resist any pos- 
sible instigations by Moscow to utilise 
China in the world-wide political game 
for power, peaceful relations between 
‘red’ China and all her neighbours can 
be expected. 


The disclosures of the American 
State Department’s “White Paper on 
China” have not come as a surprise to 
local residents. It was obvious since 
the end of 1947 that the KMT was un- 
able to stand up to the challenge of the 
Communists who had gained the sup- 
port of the majority of the people; the 
KMT rule was bad in every respect 
and thus the Communists could right- 
fully claim that they were conducting 
a liberation campaign; no outside help 
even on the lavish American scale 
could have staved off the collapse of 
the KMT. A surprise was however the 
official statement of the US Govern- 


ment that they would not suffer any 
extension of Communist control beyond 
the Chinese borders and this state- 
ment has come, at a time when many 
governments of Far Eastern countries 
appear concerned about the future in- 
tentions of the Chinese Communists, as 
a most important indirect assurance of 
American firmness and strength in the 
Pacific and the Far East. 


Business of last week 


The past week constitutes a record 
on the Exchange. It is easily the quiet- 
est experienced for a very long time. 
A further downward drift in prices 
still fails to arouse interest in those 
Companies which are known to be do 
ing as well if not better than last year. 
Perhaps this lack of appreciation may 
not be dispelled until the horizon be- 
comes more clarified. 


One encouraging bright spot is the 
subjoined announcement by the Direc- 
tors of the Dairy Farm.—that in lieu 
of an interim dividend for 1949, a bonus 
issue will be made to all Shareholders 
registered at the date the books are 
closed prior to the next Ordinary Gen- 
eral Meeting. The issue will be made 
in the ratio of one New share for every 
Old share. The New shares will rank 
for dividend as from January 1, 1950. 
In addition, a dividend of $2 per share 
will be paid for the year 1949—if the 
profit warrants the payment. ; 


Volume of Business:—Total sales 
reported amounted to 21,539 shares an 
approximate value of $% million, a 
decrease of $%4 million compared with 
the previous week. 


Price Index:—The Felix Ellis aver- 
ages based on the closing prices off 12 
active representative local stocks closed 
at 126.07 for a net loss of .59 compared 
with the close of the previous week. 
Day-by-day, averages were:—August 
2, 126.54; August 3, 126.31; August 4, 
126.09; August 5, 126.07. 


High Low 
Oe tec: cgscacutrecshs 155.82 123.88 
TOSS oi eecn seers 148.68 134.05 
TOLOMM | Neve teen 138,37 125.05 


Business Done:— 


Banks:—Bank of East Asia @ 114. 

Insurance:—Unions @ 652%, 650. 

eats a Godowns:—Wheelocks @ 

Hotels & Lands:—H & S Hotels @ 
10.30, 10.20; H.K. Lands @ 51; 
S’hai Lands @ 2.20. 

Utilities: Hongkong Tramways @ 
16.40, 16; China Lights (O) @ 12, 
11.90, 12; China Lights (N) @ 8%; 
Hongkong Electrics @ 30%, 30%; 
Telephones @ 20; S’hai Gas @ 2. 

Industrials: —Ropes @ 1544. 

Stores:—Dairy Farm @ 3714; Watsons 
@ 44; China Emporium @ 9.10. 

Cottons:—Ewos @ 5. 
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Exchange & Financial Markets 


TOWARDS SOLUTION OF THE 
STERLING AREA'S DOLLAR 
SHORTAGE 8 


London has regained a sense of pers- 
pective after the rumours and excite- 
ment of late June and early July. The 
Josses from the Sterling Area’s gold and 
dollar reserve during the second quar- 
ter of the year turned out not to be as 
big as prophets had foretold. They were 
still, of course, serious. In three months 
London had to pay out £55 millions in 
gold and dollars, reducing the reserve 
by 12 per cent. to £406 millions. This 
was not quite the whole of the effective 
reserve remaining. On June 380, there 
was also £20 millions due from E.C.A. 
for authorised purchases which Britain 
had already paid for but which had not 
yet been reimbursed. 

Britain’s receipts from Marshall Aid 
in the second quarter were £85 millions, 
almost the same as in the quarter he- 
fore when they were enough to cover the 
gold and dollar deficit in British trade 
without drawing down the reserve. But 
from April to June the deficit was £157 
millions, towards which drawings on the 
Canadian loan to Britain contributed 
only another £7 millions. The remain- 
ing £65 millions uncovered by income 
and drawn from capital represents 
mainly the fall in the Sterling Area’s 
dollar earnings that has followed the 
American business recession. There 
were some other special difficulties, 
During the last qvarter Britain has 
had to make unusually heavy payments 
of gold to settle her transactions with 
Belgium and Switzerland. These pay- 
ments will it is hoped, be very much 
reduced under the new O.E.E.C. scheme 
for mutual aid within Europe. By this 
Belgium, in return for an extra grant 
of “conditional” dollar aid from the 
United States Economic Co-operation 
Administration, is making larger sup- 
plies of Belgian francs available to 
Britain and other European countries; 
the scarcity of this currency has for 
the past year been sharply restricting 
the trade among the European partners 
in the Marshall Plan, but it will now 
be relieved. This will ease Britain’s 
position. So, too, will the measures 
that the British Treasury is continu- 
ally taking to stop the leaks of dollars 
through “cheap sterling” deals by third 
countries. 

But Britain’s main problem remains. 
In the last three months the Sterling 
Area’s main commodity exports to the 


U.S.—rubber, tin, wool, diamonds 
and cocoa—have produced only half 
as many dollars as they’ did in the 


first quarter of the year. And sales of 
British manufactured goods to Ameri- 
cans have also been sharoly reduced. 
The Sterling Area’s dollar earnings 
have, of course, fallen because Ameri- 
can commodity users have been hold- 
ing off the markets and running down 
stocks, so that prices of the things the 
United States imports have fallen 
sharply. 

Britain cannot go on running down 
her reserves aS she has done in the 
last quarter. No one knows’ what 
is the minimum’ working balance 


needed in London to support all the 
world trading transactions carried out 
in sterling and so to maintain the lar- 
gest surviving area within which 
multilateral trading is possible. The 
British Government had _ hoped to 
maintain the reserve at around £500 
millions throughout the period of 
Marshall Aid. At £400 millions it is 
certainly getting dangerously close to 
the working minimum. But, whatever 
may be said in criticism of the inade- 
quacies of Government policy in 
Britain, at least the Government must 
be praised for not having got into a 
panic over the present situation. Des- 
perata measures drastically to cut 
down Britain’s dollar imports at once 
would check the immediate drain on 
the reserve, but they would also cause 


enormous dislocation for traders in 
North America and would tend to 
push American prices and incomes 


farther down and extend the business 
recession. In Britain, of course, they 


would quickly be followed not 
only by cuts in food rations, but 
also by shortages of raw materials 


in the factories that would reduce 
output and employment and set back 
the whole of the recovery that has 
been achieved in Europe through the 
first year of the Marshall Plan. 

Sir Stafford Cripps, Britain’s Chan- 
cellor of the Exchequer and Minister 
for Economic Affairs, is therefore tak- 
ing a calculated risk. He has already 
given instruction for every possible 
small economy in dollar spending, but 
has made it clear that this in itself 
will not achieve much. Any large 
cutting of the import programme is 
tc wait until September. This means 
that the drain on Britain’s gold and 
dollar resources may go on for another 
two months. Trying to make the 
fastest possible progress towards 
standing on her own feet, Britain 
alone among the European countries 
has asked for 25 per cent. less Mar- 
shall Aid in the second year now be- 
gun than in the ffirst. This means 
that though strenuous efforts to sell 
more in the United States may make 
the deficit in the British accounts 
smaller in the next three months than 
in the last three, the part left to be 


financed from capital will probably 
remain quite as big. By September 
new policies must become effective. 


Britain’s Government is waiting in the 
hope that will be possible to ‘devise, 
in consultation with the United States 
and with the Finance Ministers of the 
Commonwealth policies that are not 
restrictive of world trade. No one 
imagines that such international ar- 
rangements will be enough in them- 
selves. They will still leave Britain 
with the necessity of increasing her 
competitive strength, of raising  in- 
dustrial efficiency and lowering prices. 
But these internal efforts also are not 
enough without an international ef- 
fort to expand the volume of useful 
world trade. If that cannot be done 
Britain will have no choice but by 
September drastically to cut her 
spending on American goods. And 
because the reserve will be smaller 
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the cuts will have to be even more 
sudden than might be made now. The 
British Government’s contribution to 
the solution of the world problem of 
dollar shortage is to take the risk of 
waiting while fresh efforts to escape 
from restrictionist policies are made 
during the next month or two. 


* * * bl 


US$ Market 

Last week’s market was narrow, the 
mall fiuctuations discourafged specu- 
jators as rates settled down at an 
average of HK$615. Notes still com- 
mand a slight premium (4%) over TT 
with DD rates quoted lowest, Chinese 
overseas remittances increased and are: 
expected even larger during the fol- 
lowing weeks before the next Chinese 
festival. Gold importers were not much 
in evidence as new contracts ‘for 
delivery in Macao were small. 

Merchant demand, on the other hand, 
was rising as winter requirements had 
to be covered and the feeling was 
strong that further waiting was ,use- 
less as the present rate of open market 
US$ was not likely to decrease much. 
Thus new cargo was ordered in larger 
volume. The public must expect to pay 
more for US goods as the unofficial 
exchange rate has, since April, in- 
creased by about 15 to 20%. Although 
one may look forward to a lower US$ 
price merchants are compelled to place 
their orders now and open L/Cs in US$ 
in favour of their American suppliers. 

Manila and Bangkok sellers (mostly 
of Chinese family remittances) were 
conspicuous last week; Hongkong still 
offers the best prices in the whole 
Far East for US$ funds. 

Highest & lowest rates of last week 
per US$100:—notes HK$627-609, DD 
621-697, TT 623-609, corresponding \to 
cross rates (at the parity of 1/3) of 
US$2.568-2.627 (and at the banks’ 
selling rate for TT London of 1/2.13/16 
to US$2.60-2.66). 

New York prices for area account 
sterling were around 2.75 and similar 
prices were reported from Western 
European free exchange markets, 

Turnover of last week was about 
US$1%4 miilion in TT and another 
US$1 million in notes and drafts. 

Japan account US$—of the Hong- 
kong-SCAP two-way account—was 
hard to obtain and rates in the open 
market varied strongly. Demand for 
Japanese goods is strong but as ex- 
ports to Japan are low |the exchange 
earnings of local exporters are in- 
adequate and thus jimpcrters cannot 
get sufficient funds in Tokyo to pay 
for the Japanese commodities required 
for lccal consumption cr re-export. 
Hongkong Govt. (S &D Dept.) allocates 
to importers 60% of total proceeds of 
lccal exporters and earnings of ship- 
ping companies, banks, insurance firms. 
Exporters retain for their own use 
40% of proceeds in Tokyo, most of it 
is being sold in the open market to 
importers at the rate of the day. This 
rate which was until early May only 
around HK$4.60 per Tokyo account 
US$1 has advanced much during re- 
cent months reaching at one time 
HK$5.80 but usually moving around 
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5.30 (a result of the high open market 
US$ price and the strong demand for 
Japanese goods which was not balanced 
by adequate Hongkong exports to and 
Services for Japan). As Japan ac- 
count US$ has become ever scarcer 
there were some offers of HK$6 made 
but it appears that at such excessive 
price Japanese goods no longer would 
prove competitive in foreign markets. 
The Tokyo account US$ market is 
not organised in any way, it is a busi- 
ness between a number of local im- 
porters and the approx. 10 firms 
which have entrenched themselves in 
the Japanese export business and who 
aispose cf 40% of their proceeds free- 
ly. No banks are included in this busi- 
ness but a few brokers, actually 
themselves ‘traders, establish contacts 
between buyers and the small number 
of exporters who have earned funds 
in Tokyo. 


Gold Markets 


Fluctuations of gold prices during 
the week under review were influenced 
mostly by war news in China. Rates 
were stimulated upward during the 
latter part of the week; earlier in the 
week prices were easy on account of 
the huge stock and heavy change over 
interest. The success of the action of 
H.M.S. Amethyst which at one time 
was Supposed here to cause retaliatory 
measures by the Peiping authorities 
and might embarrass the position of 
Hongkong, was acclaimed and approv- 
ed. The market was not influenced. 


Highest and lowest prices of last 
week were for .945 fine gold $373.50— 
345.50 per Hongping tael, or $391-363 
for .99 fine gold. Cross rates were 
US$52, high, US$4914, Low. 


Trading reports of last week:— 

Monday, August 1: Bank Holiday. 
-99 fine gold transacted at $383-379, 
or in .945 fine 365.50-361.50, unofficiaily, 
Market easy on heavy selling by the 
Central Bank of China in Canton, 
where rates continued to recede. 


Tuesday, Aug. 2: Opening and clos- 
ing rates $357-352.50. On the fictitious 
forward market the change over 
favoured sellers at the interest rate of 
54 cents per tael of .945 fine per day. 
Throughout the week, the change over 
rates continued in favour of sellers. 
On increasing offers of .945 fine bars 
interest change over rate recorded the 
maximum. With much lower rates in 
Macao and Canton, the market was 
easy, and lowest of the week at 345.50 
recorded. 


Wednesday, Aug. 3: 
closing 355.25-358.50. 


Opening and 
Change over 15 
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alodesurg pue yoxsueg 0} JAodxa soz 
by Swatow operators and lower change 
over interest checked the drop, and the 
market turned steady. 

_ Thursday, Aug. 4: Opening and clos- 
ing 358-357.75. Change over 25 cents. 
Market wasS quiet but undertone 
steady. 

_ Friday, Aug. 5: Opening and clos- 
ing 359.50-368. Change over 25 cents. 
Occupation of Changsha by the People’s 
Army stimulated the market, specula- 
tors heavily bought, market was firm 
towards the closing. 

Saturday, Aug. 6: Opening and clos- 
ing 371-367. Change over 29 cents. 
With continued news of the success of 
the People’s army, rates advanced to 
373.50, highest of the week recorded. 
Heavy profit taking selling eased off 
the market. Unofficial kusiness in the 
afternoon quoted 368-367.50. 


Trading, Positions and Cash Bars:—- 


Official tradings of the week were 
about 156,000 taels, and unofficial trad- 
ings about 3,500 taels, making a total 
of 159,500 taels in five trading days at 
the exchange, an average of about 
32,000 taels per day. Positions left 
open at about 117,000 taels per day, in 
which interest hedging forward opera- 
tors, gold importers and local specula- 
tors were on the bearish side, Shanghai 
operators, Swatow operators, and Can- 
ton operators were playing a la hausse. 
Cash bars turned over officially 13,240 
taels, unofficially over 9.500 taels, total- 
ling 22,740 taels. 


Imports, Exports, Stocks, and 
Consumption : — 

About 21,000 taels were imported 
from Macao during the week. Exports 
amounting to over 9,000 taels were re- 
ported, with destinations :—Bangkok 
4,000 taels, Singapore 3,000 taels, Sai- 
gon and Haiphong 1,000  taels each, 
(these were all in .99 fine bars). 

Ready delivery stocks in the Colony 
estimated to be about 275,000 taels. 

About 10,000 taels changed hands by 
interest hedging forward operators and 
only about 3,500 taels were for local 
ornamental consumption. 

Since the change of trading to .945 
fine gold as from July 13th, although 
no dispute arose about the fineness of 
the new bars, it seemed that aside for 
export business the local hoarders were 
preferring .99 fine bars. Bars of .945 
fine are accepted by the commercial 
banks for advances at reasonable in- 
terest, but native banks refused loans 
on gold security as they preferred to 
hedge forward instead of making 
loans; according to the daily change 
over interest rates, banks would _ re- 
ceive twice or three times the commer- 


cents. Good demands for .99 fine bars cial bank interest. 
HONGKONG OPEN MARKET RATES 
per 0S$109 
Notes Drafts rel. 
August High Low High Low High Low 
1 6.21% 6.15% 6.19% 6.15 6.21 6.17 
2 6.17% 6.09 6.124% 6.07 6.14 6.09 
ote ee ee 0 P18 6.12% 6.131% 6.11 6.1414 6.12 
Ae ee et tte (Olas 6.13 6.16 6.11% 6.18 6.13 
Se Re See ee Once 6.17 6.19 6.16 6.21 6.18% 
Geen. ie ence ae Oat 6.17% 6.21 6.17 6.23. 6.18 
on ae oa ee a a 


Gold trading in Canton: 


The Central Bank of China in Can- 
ton sold in the open market cash bars 
to the amount of over 12,000 taels, 
and using the proceeds in Hongkong 
currency to buy silver coins and their 
own certificates. This was done to 
stabilise the silver currency. But since 
the People’s army was advancing, the 
gold sales policy, while a success in 
itself, may eventually not rescue the 
Silver certificates. 


South African gold sales 


Gold producers in South Africa have 
arranged to Sell 620,000 ounces of pure 
gold abroad at US$38.52 an ounce. The 
President of the Transvaal Chamber of 
Mines has announced three separate 
arrangements. The Transvaal Cham- 
ber has arranged to sell up to 250,000 
ounces to a newly formed South Afri- 
can company called “Goldware Propri- 
etary, Limited” which is controlled by 
one of the leading London bullion 
firms. This company has set up a fac- 
tory near Johannesburg to make gold 
articles for export. Another company 
has been given an option to buy 350,000 
ounces between now and _ February 
1951. Under a third arrangement, 
20,000 ounces will be made into articles 
for export for the gold producers, thus 
taking advantage of available’ manu- 
facturing capacity within the Union to 
produce goldware. The sale of another 
150,000 ounces of gold is being discuss- 
ed. The Chamber has received many 
inquiries from firms wanting to buy 
gold, but such requests were referred to 
the Treasury which must approve all 
sales. 


Overseas Gold Prices 

Price in London 172s 3d. per fine 
ounce. Price in New York $35 per fine 
ounce=173s. 8.367d. per fine ounce at 
exchange $4.03. Price in Bombay Rs. 
113.0.0 per tola=452s. 0d. ver fine ounce. 
Price in Alexandria Piastres 157% per 
dirhem=322s. 1d. per fine ounce. 

The Transvaal gold output for June, 
amounted to 990,808 fine ounces as 
compared with 978,908 fine ounces for 
May, 1949, and 966,583 fine ounces for 


June, 1948. 5 
Free market prices f.o.b. port of 
shipment, Europe or America, from 


US$44 to 45 per fine oz. 


Silver Markets 

During the week under review, the 
highest and lowest prices of Bar 
Siiver were $4.35-4.20 per tael. Hong- 
kong Dollar coins $3.30-3.20, per coin. 
Chinese Dellar coins 3.70-3.55, per 
coin and Twenty-cents coins $290- 
2.75 per five coins. 

The report that importers here con- 
tracted for over 700,000 ounces of 
silver in bars from London was not 
corfirmed, ibut it suggested {hat the 
Kucanintang Government continued to 
buy through merchants for coinage 
purposes in Canton and making pro- 
fits from the difference in world and 
Canton silver prices, 

Transaction of bar silver in the local 
market was rather small. Chinese 
Dollar coins were steady and without 
much change as the local market fol- 
lowed Canton. Since the Central Bank 
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of China in Canton was using gold to 
buy silver coins for redemption of 
certificates, prices of the Chinese dollar 
coins were steady. Twenty-cents coins 
transactions were small, and followed 
the ups and downs of the Chinese dol- 
lar coins, Total business done locally 
estimated at HK$220,000 confined. to 
purchases and offers by travellers. 


Imports and exports aside from those 
of travellers were very heavy and 
estimated to be well .over 4 million 
ounces in weight. These were all in 
earelt for the Kuomintang Govern- 
ment. 


For the present, the local silver 
market was simply a_ subsidiary of 
Canten, Trading in Canton amounts to 
over HK$114 million daily, which is 
40 to 50 times the local trading. When 
the People’s Army will further ad- 
vance south, the silver market of 
Canton may move here. The People’s 
Government prohibited trading in 
silver. Possession is however not in- 
terfered with. Nevertheless many 
holders of silver in bars and coins have 
eiready transferred their hoards to the 
Colony and this movement will in- 
crease as the ‘liberation’ of Canton 
draws near. 


The future price position of silver 
appears weak. The decline is unavoid- 
able. Chinese silver coin prices jare 
still far above world prices and there- 
fore an adjustment is overdue, Even- 
tually Chinese dollar coins will sell 
bere below their silver content price 
(in accordance with New York market 
offers) in order to convert them into 
US$. Under current artificially high 
prices local export business is dead. 
The change-over in Canton with the 
establishment of a silver market of 
larger proportions in the Colony will 
witness a revival of export business. 


Oversea prices remain unchanged. 
The official price of silver in London 
for usa in_- essential industries 
remained unaltered at 434d. per ounce 
.999 fine for both cash and two months’ 
delivery. Demand, on rather a larger 
scale, continued to be met by sales 
from cfficial stocks. There has been no 
movement in the New York quotation 
which ruled at 71% cents per ounce. 
A London export price of silver is 
quoted at about 58d. 


Unofficial Exchange Markets 


Piastre notes forward and spot sales 
quoted from HK$13.70 to 13.90; Nica 
guilders from $33.50-34.30, Java Bank 
guilders from $33 to 33.50; Baht notes, 
large denominations, from $26 to 26.20, 
small notes, $25.30-25.50 (all rates 
for 100 currency units). 


Bank of England notes quoted from 
$16.20 to 16% as,a result of lower 
New York offers for pound notes 
(which dropped there to US$2.76). 
Australian pounds $12.60-13.40. Cana- 
dian dollar $5.70 to 5.75. Indian rupee 
$1.2044-1.21. Burmese rupee $0.86. 
Ceylonese rupee $1.01-1.04. Malayan 
dollar $1.84%4-1.85. Philippine peso 
ree (all rates per one currency 
unit). 


a 
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COMMERCIAL MARKETS 


THE SITUATION IN THE FAR EAST 


The situation in the Far East follow- 
ing the frank admission of the Nation- 
alist Government’s failure by the 
United States as outlined in the White 
Paper recently issued from Washington, 
is beginning to take a more definite 
form. As the _ situation now stands, 
China as a so-called “democratic” area 
has almost completely given way to 
the overwhelming onslaught of totali- 
tarianism. There may be _ isolated 
efforts to resist but these, in view of 
the now extremely large and sufficient- 
ly well equipped Communist army, 
are not creating any great optimism 
even amongst the most Sanguine of 
supporters, Incidentally the Commun- 
ist efforts through the Peiping Radio, 
to attribute these sporadic attempts to 
withstand the Communist drive to Am- 
erican aid are unnecessary, for should 
the United States decide to help these 
efforts, they would become a definitely 
more Serious threat. The Chinese, as 
a whole, are presumably prepared to 
accept “what may come” and indeed, 
in view of the past calamitous inade- 
quacy of the Nationalist regime, little 
else can be expected. 


In the North the situation in Korea 
is threatening to usurp the position in 
the headlines which for so many 
months has almost exclusively been 
taken by China. In fact, events there 
may well within the next few months 
totally supercede the collapse of the 
Nationalist Government. The division 
of Korea into two spheres of political 
thought and government has resulted 


in an unhappily estranged people. Lit- 
Chinese Currency Markets 

Shanghai conditions generally are 
deteriorating as a result of the 


blockade and the absence of foreign 
trade. The new authorities are con- 
frented by labour unrest and industrial 
paralysis. Evacuation of millicns of 
unemployed people is proposed—a 
preblem of formidable magnitude. 
Further, it is officially advocated to 
relocate factories, i.e. to move indus- 
tries from Shanghai to other areas 
nearer to raw material supplies, and 
close dawn those plants which can 
only operate if fed by foreign mate 
rials. The official exchange market is 
practically inoperative as there is no 
foreign trade; the black market is in 
existence although with due precau- 
tions taken, catering to investment 
needs of those persons who have little 
confidence in the stability of the Peo- 
ple’s Bank currency. 

Hongkong transacted remittance 
business with all parts of China. 

‘With Tientsin ‘small (bwiiness only 
was done; the official rate of the Bank 
of China in that city was increased 
from PB$350 on Aug. 1 to PB$400 on 
Aug. 5 and black market rates were 
some 10 to 15% higher. Some imports 
into North China, usually via Korea, 
continue and have to be paid for in 


tle attention has been paid to this far 
away corner of the world, although ob- 
servers have recognised and occasion- 
ally voiced their opinions as to the pos- 
sible result. Foreign residents there. 
have for some time past lamented the 
growing tension between North and 
South, although the avowed aim of 
both parties is desirable, namely, the 
unification of the country. Whether 
this desire is sincere or whether poli-. 
tical aspirations predominate is not 
clear. Wise statesmanhip could con- 
ceivably steer the country into safe 
channels and overcome the tension that 
now exists, but extreme poverty, divi- 
sion and propaganda plus the bitter- 
ness engendered by long years of Ser- 
vitude to the Japanese, have brought. 
the Korean nation into a state of mind 
which can more readily envisage force 
as a means to an end than less drastic 
methods. The potentialities of the 
situation are serious, but not hopeless. 
It, however, adds strength to the opin-. 
ion that a Pacific Union is the best 
means of retaining democracy. 


Formosa also appears in the week’s 
news as of increasing importance from 
the American point of view, in that 
the island’s geographical position could,. 
under certain circumstances, become a 
potential danger point in the event of 
any future world war. Formosa has 
for some time past become the reposi- 
tory of Chiang Kai-shek’s last re- 
sources both in men and materials, but 
it is doubtful whether the Formosans 
as a whole approve of his presence or 
of his rule, therefore the door is all the 
more loosely latched against any 


HK$, and additionally there is some 
flight of capital from North China. 

Remittances to and from Shanghai 
were also small; personal remittances 
from here to Shanghai, for support of 
families in the north, amounts last 
week to about HK$120,000. Flight of 
capital from Shanghiai continues but 
proves difficult. Rates for gold and 
US$ transfer to the Colony are now 90 
in Hongkong for 100 in Shanghai. 

Canton remittances continued to be 
done in HK$ at rates of 100% to 10014 
in Hongkong for 100 in Canton. Be- 
sides merchant demand for Canton re- 
mittances, inward and outward, there 
was speculative business in gold and 
foreign currencies. 

Swatow remittances continued to be 
dcne at par. Amoy remittances were 
large at rates of 101 in Hongkong for 
100 in Amoy. Business is done in US$. 
Overseas Chinese family remittances 
are routed via Hongkong to Amoy. 
Temporarily, Amoy’s capital flight has 
ceaved, 

Silver certificates were circulating in 
small volume in Canton and its vicinity. 
Coins and the scrip now quote at par. 
The Canton government is pursuing a 
policy of currency stability by selling 
gold and paying silver coins to the 
army and civil servants. 
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possible Communist designs. It is also 
true that when Canton falls—and there 
Seems little doubt as to its ultimate 
fate—both Britain and the United 
States will have to form a common 
policy with regard to the island. 
Formosa is at present under the Na- 
tionalist Government, but when Canton 
falls it will not be easy to maintain 
that the Nationalists can still retain 
control of the island—the Communists, 
as the recognised Government of China 
will certainly claim sovereignty over 
Formosa. 

With these points in mind the efforts 
of President Quirino of the Philippine 
Islands with the active participation 
of the United Nations delegate, C. P. 
Romulo, to form a Pacific Union as a 
counterblast to the uncertain future, 
are being viewed speculatively by the 
areas directly concerned. It: is hoped 
by the supporters of the plan that the 
whole of S.E. Asia will join including 
Hongkong. Such an _ inclusion would 
bring the British Government directly 
into the scheme, and Hongkong’s parti- 
cipation would create a rdle which has 
never been associated with this island 
and which would be contrary to her 
whole political and economic history. 
It cannot be too often reiterated that 
Hongkong is first and foremost a trad- 
ing centre,—any effort in the past to 
turn it into a military zone has been 
defeated. Residents here are not poli- 
tically minded. Presidents may come 
and governments go in this part of the 
world, but Hongkong wants one thing 
and thing only,—the possibility of liv- 
ing peaceably with her neighbours so 
as to carry on legitimate trade. It 
would indeed be regrettable should the 
decision be forced upon the British Gov- 
ernment that Hongkong’s activities as 
a trader must be narrowed down to 
suit political exigencies. 


Hongkong and China. 

For the moment, Hongkong mer- 
chants are obliged to be patient where 
trade with China is concerned; indeed 
it would be hard to find in the history 
of the Colony when it proved so dif- 
ficult to get commodities to their 
destination or to procure supplies for 
re-export. Until the Communist ar- 
mies have arrived at Canton and 
taken over the government of China, 
no one would venture to prophesy a 
change for the better, and the trouble 
ig no one can fix a date for this hap- 

The position in Hongkong is cer- 
tainly peculiar. The Colony is so much 
a part of China in many respects 
that it is impossible to think of it im 
amy other connection, yet its incor- 
poration in the British Commonwealth 
has given it a security, stability and 
good government hitherto unknown to 
its distressed neighbour. It is neutral, 
but cannot help showing sympathy in 
regard to the struggle now going on 
across the border. Its main desire is 
that the struggle shall soon be over 
and that a settled government will 
proceed to give the people of China 
the peace and happiness they deserve. 
The merchant in Hongkong has no 
other wish than to trade, and he is 
firmly convinced that this is also the 
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desire of the people in China. It hag 
been pointed out by various authorities 
on the subject that China ‘annot 
biacome so heavily industrialised as 
some other countries owing to an in- 
sufficiency of essential minerals, con- 
sequently, though much can be done 
to make the country more self-sup- 
porting in many respects, an import 
trade will always be necessary. When 
this import trade will start again is 
anybody’s guess. 


The Position in Shanghai. 


While Tientsin’s: trade is reported to 
be almost normal, all direct trans- 
actions with Shanghai are still at a 
standstill and must necessarily remain 
so until the port is free again or 
British warships escort British ship- 
ping through the danger zone. Great 
Britain has naturally shown some re- 
luctance to adopting vigorous measures 
against the Nationalist “closure”, and 
indeed the complications arising there- 


from have to be carefully studied 
before steps can be taken. 
Merchants are, however, pressing 


for action. It is obvious to them that 
unless some method of assisting trade 
is speedily adopted it must inevitably 
suffer, and perhaps permanently. The 
British cannot afford to run into heavy 
losses in any part of the world, and 
the need for a resumption of com- 
munications as wel] as the reopening 
of Shanghai to legitimate traffic in 
order to save commercial interests 
further loss is sufficiently urgent to 
warrant a setting aside of all but the 
most vital considerations. 


For some time now foreign firms in 
Shanghai have been obliged to operate 
on an emergency basis, being faced 
not only with a shortage of raw 
materials, but also with labour 
troubles and other hindrances as well 
as with the difficulties caused by bas- 
ing wages on the cost of rice,—an ex- 
tremely inconvenient and clumsy 
method, which at the best can only 
be recognised as a temporary measure, 
and which at the worst is a definite 
and heavy handicap to industry and 
trade generally. To add to the fore- 
going is the additional difficulty that 
much of the money required to cover 
working expenses has to be drawn 
from outside China, and as the Peo- 
ple’s Bank dollar is exchanged at an 


unrealistically high rate this only 
helps to add to the general despon- 
dency. 

It is true that while trade with 
Shanghai is not possible along the 
recognised trade routes, merchandise 
is seeping in by way of Tientsin, 


Korea and Manchuria, and business 
is also being done via KMT controlled 
South China (freely trading with 
Hongkong) with Hankow, Changsha, 
Wuhu, and other places inland, though 
trade along the Yangtsze is definitely 
thampered by the lack of _ Shipping. 
The whole process is tedious and 
complicated, but is succeeding to some 
extent in staving off disaster. Soya 
beans from Manchuria are _ supple- 
menting the less plentiful and_ higher 
priced rice; vegetable oils and other 
commodities are arriving, from inland, 


—and in return rubber, metals, cotton 
fabrics and yarns are leaving Shang- 
hai for other parts of China but these 
somewhat haphazard transactions can- 
not in any way fundamentally alter 
the situation so far as Shanghai is: 
concerned, nor can they utilize to the 
full the facilities of that great indus- 
trial city. 

It seems that a body of opinion 
exists in North China that the indus- 
tries of China proper should be deve- 
loped in other cities rather than in 
Shanghai, which would then be used 
mainly as a port, If this is so, the 
Nationalist “closure” is aiding the 
plan by forcing existng works into a 
state of near bankruptcy, causing 
thereby such great unemployment that 
hundreds of thousand of workers have 
left or are on the point of leaving the 
city, while Shanghai from being a 
maritime city is turning towards the 
interior of China for whatever modi- 
cum of trade exists. 

Unless definite steps can be taken 
to protect shipping from the effects 
of the “closure,” is looks as if irre- 
trievable harm may be done to British. 
interests in Shanghai. Merchants of 
British and other nationalities are 
sticking to their posts under conditions 
of extreme discomfort in the effort 
to save what they can and to get 
trade going the moment the time is 
ripe, and they deserve every en- 
couragement for doing so. 


Warehouse Congestion 


The godowns in Hongkong are so 
packed with goods that there is little 
place for fresh arrivals, and the Port: 
Authorities are worried at the situa- 
tion. Notice has been given that old 
stocks unclaimed by their owners, 
who in some cases cannot be traced, 
will be taken out cof storage and dis- 
posed of. This will relieve the con- 
gestion to a certain extent, and pro- 
bably not before it is time, as the 
storing of goods in unsuitable places 
is bound to create a danger to health, 
if not, indeed, to life. 

As the Communist troops advance 
southwards, more commodities will be 
sent to Hongkong for storage. This 
creates congestion, even if only tem- 
porarily, and new shipments arriving 
from abroad will also have to be stor- 
ed somewhere. Some dealers, such as 
paper importers, are taking the op- 
portunity to request suppliers to 
delay shipment, but this cannot al- 
ways be done, especially as merchants 
do not wish to be caught short when 
shipping is once more open to shang-- 
hai and the rush begins. 


Difficulties of Paper Importers. 


Local paper merchants are going 
through a very difficult time and are 
hard hit by the continued fall in the 
indent price of paper from abroad, 
in fact, in is estimated that a loss of 
something around $6 million has been: 
sustained by importers. While trade 
between Hongkong and Shanghai was 
going on, dealers were able to dispose: 
of their stocks casily and even with 
the tendency to lower rates stocks 
ordered in April and May at. higher 
prices offered no very great problem, 
as they promised to melt away quick- 
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ty under the increasing demand for 
oe kinds of paper from North 
ina, 


Ther. came the “closure” of Shanghai 
by the Nationalists and the lack of 
regular shipping to Tientsin, which, 
combined with the impossibility of 
using other means. of transport in 
China, cut down trade to a minimum. 
As if this were not sufficient, Euro- 
pean paper manufacturers started ad- 
ditional large cuts in the price of 
paper,—-to meet competition from the 
United States, it was claimed.—and 
this process still continues, to the 
confusion of the loca] dealer, who does 
not quite ses how he is to get out of 
an untenable situation without heavy 
losses. 


The position is very grave for paper 
dealers as, even if Shanghai were to 
be opened for trade tomorrow, the old 
stocks referred to above will have to 
be disposed of at reduced prices to 
meet the competition from fresh ar- 
rivals from abroad, and certain sup- 
pliers in Central Europe refuse to 
make any allowance against the ear- 
lier contracts. However, negotiations 
are continuing and it is hoped the 
suppliers will give way. 


Trade with Indonesia 

Trade between Hongkong and In- 
donesia has always been very flourish- 
ing. especially in cotton textiles and 
underwear made in the Colony, but 
restrictions on wnports into Indonesia 
have at times had a hampering effect. 
Existing regulations governing ex- 
change control are to the effect that 
Indemesian exvorters, iwho Shave ex- 
ported certain categories cf native 
products, are allowed to use a propor- 
tion of the foreign exchange proceeds 
to import foreign goods considered 
essential to the economy of Indonesia, 
which permits of a certain amount of 
elasticity in applying the regulations. 
Irrespective of the destination of the 
exported cargo, Hongkong dollar or 
Straits dollar exchange can always be 
obtained by Indonesian shippers. 


S. Korea-Japan Trade 

Trade and financial 
between the Republic of Korea and 
Japan were signed on Apri] 23, 1949, 
by the representatives of the Govern- 
ment of the Republic of Korea and 
(SCAP) acting on behalf of Japan. 
The trade plan, which proposes gq total 
volume of US$78,000,000 during the 
period April 1, 1949, to March 31, 1950, 
on both a government and private-trade 
basis, anticipates Korean exports to 
Japan of $29,300,000 and imports ‘rom 
Japan of $48,700,000. This trade is 
divided into two categories of com- 
modities. More than half of the Korean 
exports to Japan under category 1— 
merchandise which Japan considers 
essential under the ‘plan—consists of 
100,000 tons of rice valued at $16,000,- 
000. Other principal export commodities 
in this category include hemp waste, 
seminfinished steel and scrap, graphite, 
anthracite coal dust, tungsten concen- 
trates, and salted fish. 


arrangements 


Japan’s exports to Korea under 
category 1—items which Korea con- 
siders essential—are estimated at 
$43,000,000. Coal, with an estimated 
value of $13,600,000, is the principal 
export commodity. Other exports in this 
category include raw silk, cotton manu- 


fectures; metal manufactures and 
machinery, such as steel reinforcing 
rods, mining equipment, trucks and 


truck parts, fishing boats, and steam 
turbine generator plants; chemicals 
and related products; cement; belting; 
and cross ties. 

The trade plan also stipulates that 
both countries shall trade equal 
amounts of items under category 2— 
imports which are considered to be less 
essential. It is anticipated that trade 
in this category, however, will be 
relatively small, compared with total 
trade in category 1. All the category 2 
commodities which Korea plans to ex- 
vort to Japan are marine products, of 
which dried laver constitutes the bulk. 
Japan’s exports in this category are 
made up of miscellaneous items, such 
as chemicals, drugs, rice mill parts, 


printing inks, textile dyes, bamboo, 
cigarette paper, and medical equip- 
ment. 


The financial arrangement provides 
that all trade is to be conducted in 
terms of United States dollars, on a 
eash basis, through letters of credit 
and bank drafts. All transactions are to 
be consummated on a_ contract basis 
with prices to be agreed upon at the 
time contracts are negotiated. Payment 
on a cash basis provided for under 
this arrangement constitutes a depar- 
ture from the method used under th? 
Tepan Open Account used heretofore in 


Government-to-Government trade  be- 
tween Japan and Korea. 
Rubber’ Situation in Indonesia, 


Korea. Siam 

Indonesia: —A new export program 
was introduced in Indonesia in March. 
The Government ordered that every 
exporter must sell at least 50 per cent 
of his estate rubber to dollar buyers 
direct. This arraneement alters pre- 
viovs practice in which much of Indo- 
nesia’s rubber was sent to the Nether- 


lands for transshipment, and thus 
brought dollars to the Netherlands 
vather than «to Indonesia. The new 
program assures Indonesia of aq fair 


share of the dollar payments aceruing 
from the rubber trade. 

Indenesia’s estates in March pro- 
duced an estimated 14.008 metric tons 
of rubber, 15 per cent. more than the 
previons month's estimate of 12,195 
tons. January vroduction figures were 
given as 12,298 tons. Indonesian statise 
tics still should be considered as ap- 
proximations onlv. At the end of March, 
the number of estates was reported as 
455, those with workine factoriss as 
385; area planted, 824,620 acres; area 
planted now in overation. 592,291 acres. 

Total exports in March amounted to 
26,341 metric tons, of which 8,835 
represented estate rubber and 17,506 
tons native rubber. February shipments 


were reported as 9,882 tons of estate 
rubber and 14,358 tons of native rubber, 
and January shipments as 16,827 tons 
of estate and 12,080 tons of native 
rubber. Of the total shipments, the 
United States received 5,960 tons in 
March, compared with 5,790 tons in 
February, and 5,272 tons in January. 
The Netherlands received 5,603 tons in 
March, compared with 8,276 tons in 
February and 13,039 tons in January. 
The United Kingdom, Germany, Sing- 
apore, and Japan received substantial 
quantities in each of the 3 months. 
Other countries received smaller 
amounts in one or more months. 

Korea:—The rubber industry of 
Korea is in an unsatisfactory condition 
as a result of over production of rubber 
products, a shortage of raw rubber, 
and lack of necessary textile com- 
ponents. Production in March 1949 of 
1,800 truck tires marked the highest 
output of tires since the liberation. 

'Siam:—A major increase in the 
production and exportation of natural 
rubber in 1948 over 1947 was signifi- 
cant in contributing to Siam’s economic 
stability. Revised official statistics 
revealed that the 1948 export total of 
95,062 metric tons was more than four 
times the 1947 export total of 23,636 
tons. Of the 1948 exports, 74,677 tons 
were shipped to the United States, 3138 
tons to Europe, and 17,248 tons to the 
Straits Settlements. Of some US$80,- 
000,000 gross exports to the United 
States in 1948, rubber alone accounted 
for nearly $26,000,000. Trade sources 
estimate that 15,000 metric tons of 
rubber were available in Siam at the 
end of April. 


Tea Situation in Java and Malaya 

Java:—The year 1948 was. char- 
acterised in Batavia by numerous diffi- 
culties in the tea trade. Producers were 
greatly handicapped by unrest, which 
in many areas was accompanied by 
lack of field labour, by difficulties in 
purchasing necessary machines, spare 
parts, and building materials, and by 
shortage of skilled labour for repair 
work. Exporters also encountered 
limited transport outlet to ports, im- 
port and exchange regulations, con- 
tinuovs lack of storage space ana 
facilities for “blending,” and speciai 
packing. Rehabilitation of estates, 
factories, and buildings, however, is 
gradually improving. 

Export figures illustrate a steady 
improvement in the recovery and ex- 
pansion of pre-war outlets, lately ar- 
rested in certain directions, however, 
esnecially during the last 2 months of 
1948. becavse the strong demand from 
the Netherlands for the better liquoring 
leaf and broken grades has forced 
prices too high to enable or justify other 
markets competing. This has been 
favourable for the producers concerned 
but for the industry in general it is 
not a healthy situation. 

About 15,432,200 pounds of 
aualities of tea from the new ms 
tion were sold on the Batavia market 
in 1948. The quantity for sale on the 


1949 


Amsterdam market is estimated at 
about 2,755,750 pounds. 

Although the Netherlands took the 
largest portion of the exports, a rather 
substantial amount went to the United 
States. This amount would have been 
larger if the November—December 1948 
increase in price had not prevented the 
sale of better qualities on the market. 

Malaya:—The area of estates planted 
with tea in the Federation of Malaya in 
1948 totaled 9,516 acres, as compare. 
with 9,732 acres in 1947. Newly plantea 
areas in 1948 totaled 274 acres as 
against 61 acres in 1947. The reduction, 
however, was accounted for by areas 
found during the period to be _ irre- 
coverable as a result of damage during 
the Japanese occupation. 

Of the 1948 total planted area, 5,037 
acres or almost 53 per cent. were in. 
production compared with 3,627 acres 
or 37 per cent of the total planted 
area in 1947. 

During 1948, processed tea in the 
Federation of Malaya amounted to 
2,257,619 pounds, or 82 per cent more 
than the 1,242,285 pounds processed in 
1947. 

Exports and local sales of processed 
tea by estates in 1948 totaled 641,804 
and 1,447,189 pounds, respectively, as 
against 108,069 and 885,913 pounds, 
respectively, in 1947. 

Local sales of green leaf tea, which 
excluded that sold for manvfacture as 
“made (processed) tea,” amounted to 
665,530 pounds during 1948. No figures 
are available on local sales of green 
leaf tea in 1947. 


Thailand Exports 

Despite rising prices, 
currency, and other unfavourable 
factors inherent in unsettled internai 
conditions and the Asian political situa- 
tion as a whole, Tihailand’s export pro- 
gram went forward at an encouraging 
vate. Rice shipments during April to- 
taled 139,971 metric tons, from which 
foreign exchange accrued in the amour 
of US$7,485,900; £3,589,678; and 634- 
951 Swiss francs. More than 13,000 
tons of rice were shipped to Japan 
with total value slightly in excess of 
$2,000,000. Amrivals of rice and paddy 
in Bangkok, although somewhat below 
the monthly average for the first quar- 
ter, were satisfactory; and stocks at the 
month’s end indicated that future ship- 
ping zommitments would be met. 

Tin-ore shipments in April totaled 
876.8 tons, valued at U:S$1,366,998. 
Exports of secondary products to the 
United States were valued at $816,220, 
compared with tittle more than $1,000,- 
000 in the preceding month. Among 
secondary exports, seedlac accountea 
for $276,896; precious and semiprecious 
stones. $182,336; and wolfram ore, 
$99,406. 

Although the depreciated baht ap- 
peared to be the major factor in the 
expanded export program, particularly 
of secondary commodities, observers 
were of the opinion that beneficial 
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effects of Thailand’; revised export du. 
ties were becoming noticeable. Thar 
Government authorities are about to 
free many other items from export 
duties and reducing substantially those 
remaining. 


Motor Vehicles for Indonesia 
Indonesia jmported 10,895 motor 
vehicles in 1948, including 5,190 pas- 
senger cars, 5,593 trucks and _ busses, 
and 112 special vehicles. The principal 
suppliers were the United States, 3,559 
Passenger cars and 4,750 trucks and 
busses; Canada 666 and 474, respec- 
tively; and the United Kingdom, 612 
and 280. 
Shanghai Oils 
Exports 
During the first 4 months of 1949, 
declared exports of drugs and medi- 
‘cinals through the port of Shanghai 
to the United States included the 
following items: Tea waste, 18,000 
pounds, valued at US$1,040; rhubarb, 
13,360 pounds $5,002; menthol, 54,900 
pounds, $374,767; and “Chinese medi- 
cines,” 2,103 pounds, $1,506. 
Declared exports of essential oils and 
perfvme materials from Shanghai, to 
the United States during ithe first 4 
months of 1949 consisted of the 
following commodities: Peppermint oil, 
900 oounds, valued at $3,610; citronella 
oil, 26,400 pounds, $23,732; and musk, 
84 pounds, $10,939. 


Drug & Essential 


Nux Vomica Exports from Indochina 

During 1948, 427 metric tons of nux 
vomica were exported from Indochina, 
289 tons of which, valued at 253,000 
piastres, was shipped to the United 
States. In 1947 exports amounted to 
627 tons, including 183 tons valued 
at 182,000 piastres, to the United States. 
The slight rise in the 1948 export to 
the United States was attributed to the 
fact that orders placed in 1947 were 
not filled until the following year. 

Because of the relatively high export 
price, 1.10 piastres per kilogram, f. o. b. 
Saigon, merchants state that they are 
experiencing difficulty in selling nux- 
vomica seeds to the United States, a 
market understood to be more easily 
supplied with the Indian product. 

The main source of nux vomica con- 
tinues to be Cambodia. There is known 
to be a plentiful supply with reasonably 
high strychnine content, although no 
production figures are obtainable. Sup- 
oly is governed almost entirely by whe 
demand. The seeds are gathered vasily, 
and. because of the large quantitv 
available, cultivation problems are not 
important. 


Malayan Bauxite 


Canadian, British, and Australian 
aluminum companies were actively 
engaged in prospecting for bauxite in 
the Federation of Malaya during 1948. 
Although it has not been possible to 
determine the extent of the deposits 
‘discovered by various companies, it 
is believed that substantial deposits 01! 
highgrade ore have _ been located in 


Southeastern Johore. If such deposits 
prove worthy of extensive. mining 
operations, it is understood that there 
will be little opposition from the native 
ruler as to the issuance of mining: 
leases. 

There was no bauxite production in 
1948 and production in 1949 is unlikely. 


Foreign Trade of Far Eastern 
Countries 


Merchandise trade of Far Eastern. 


countries in 1947 and 1948 (millions of 
US$) :— : : 


4 1947 1948 
China: exports ..... 230.6 170.4 
IMpOrts ae see 649.5 229.2 

(incl. Unrra) 
Japan: exports ..... 173.6 258.6 
MNPOTTS.;— se... 526.1 682.6 
Korea: ‘exports ....). 5.0 8.9 
imports’) S...2 190.9 189.0 
Hongkong: exports 306.5 398.7 
é imports 390.4 398.2 
Siam: imports ..... 95.3 180.0 
EXDOLGS scapes 112.6 130.0 
Malaya: exports 608.8 810.6 
imports 642.9 839.6 
Philippines: exports 265.5 324.9 
imports 511.4 518.8 
Indochina: exports 56.2 93.2 
imports 2 ee 187.5 
Indonesia: exports 128.8 395.2 
imports 285.3 438.7 

ae * * 


HONGKONG COMMODITY 
MARKETS 


Cotton Piece Goods 

Had it not been for increased de- 
mands from buyers from Canton, the 
piece goods market would have been 
more or less stagnant. So many mar- 
kets notably Indonesia, have restricted 
imports in order to encourage their 
local manufactures, that the Hongkong 
exporter in hard put to it at present 
to find an outlet for his goods The 
arrival in shortly expected from Japan 
of printed fabrics totalling 200,000 
yards, the bulk being in lengths of 30 
vards by 28 inches in width; a brisk 
local demand exists for these materials 
and indentors are anticipating a good 
profit on the consignments: quotations 
tor forward delivery opened at $1.60 
to $1.65 per yard, rising to $1.70. 

Grex sheetings, filling Canton re- 
quirements, rose in price: Mammoth 
Bird, which stood at $45 per piece aft. 
the opening of the market, sold at 
$45.50, Bellman rose from $43.50 to 
$44, but dropped again to $43.50, Pea- 
cock rose trom $43.80 to $44.10, but 
fell later to $44 per piece; other brands 
ulso showed an improvement. Black 
cloth showed fluctuations, buy general- 
ly closed at Jower rates: Yu tai, which 
opened at $46.50, fell to $44 but closed 
at $45.50 per piece; Hing Fung, which 
stood at $58, fell to $57 but increased 
again to $58: Golden Cap opened at 
$54, rose to $55 and fell to $53. White 
cloth, Camellia brand opened at $46, 
vose to $46.50 and closed at $46, Hsun 
Liang Yu fell from $45 to $44.50 and 
closed at $45.50 and $45.30, Tsing Mw 
Lan started at $44.50 and rose to $45. 
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Raw Cotten 

Demands from Tientsin and Shang- 
hai are urgent for Pakistan raw cotton 
and a good turnover is being effected 
of the allocation to Hongkong: old 
stocks remained stable, 4F quality be- 
ing quoted at $1.70 per lb., LSS quality 
at $1.80 (nominal) and NT quality at 
$1.70 per lb. 


Woollen Yarn 

Around 30/40,000 lbs. of asserted 
brands of woollen yarn have arrived 
from Great Britain, Australia and the 
Netherlands; these large arrivals, cou- 
pled with a slackening of the demand 
from Canton, caused a fall in prices, 
although even at the lower rates a 
profit could be made: Sheep Head 
brand sold at $9 per lb., Butterfly 
Flower brand at $9.50, and Pavilion 
brand was quoted at $10.50 for tor- 
ward delivery. 


‘Metals 

With restrictions upon imports vf 
metals generally into Tientsin, the 
lack of transportation from Canton into 
central China, and the higher prices 
ruling in some lines in Hongkong com- 
pared with the Canton market, busi- 
ness was generally dull during the 
week. About 100 tons of Japanese 
galvanized steel sheets, thin, was placed 
on tha market bringing prices down: 3’x7 
was Offered at $.90, with buyers coun- 
teroffering $7.60 per piece, British 3’x6’ 
fell to $7.20 and Belgian 3’x7’ dropped 
to $8.50; later, with the possibility of 
despatching shipments to North China 
business in Japan sheets became brisk: 
3’x7’ G30 was offered at $8 but sales 
‘were concluded at $7.90 per piece. Sales 
were recorded of mild steel plates, but 
‘without greatly affecting prices: British 
8’x6’ 1/32” were offered at $66 per 
picul, 1/16” at $48, 3/32” at $47, 4” 
to %” at $44. British galvd. steel 
plates 4’x8’ %” showed activity, selling 
at 75 cents per lb. Buyers from North 
China were in the market for Japanese 
galvd. corrugated roofing iron sheets 
and prices rose: 3’x8’ G26 improved 
from 67 cents to 71 cents per lb., G28 
‘being low in stock rose to 78 cents, G24 
stoud at 71 cents, while 3’x9’, not being 
much in demand, fell from 63 to 56 
‘cents for G24. Little interest was 
shown in zine sheets, which in Canton 
fell to around $110 per picul for all 
specifications; in Hongkong prices 
were: G4 $118, G5 $108, G6 $96, G7- 
G8 $110 per picul. Japanese brass 
wire was bought ump to fill Tientsin 
requirements, but with no immediate 
prospect of making shipment, prices 
weakened: G8 to G14 was offered at 
$175 per picul, G14 to G16 at $180 and 
G19 to G22 at $190; British brass wire 
G24 stood at $260. About 1 million 
metres of U.S. tungsten wire of .74, 
1.25, 1.50, 2.40, 3.50. 4.50, 5.50 and 
6.50 qualities were offered for forward 
sale at $0.038 per metre; in spite, how- 
ever, of being required by electric light 
bulb factories and other plants in 
Tientsin and Shanghai, no great turn- 
over of the present shipment took 
place, buyers being occupied in nego- 
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tiating for cheaper prices whilst wait- 
ing for the next ship to leave for Tien- 
tsin. Black iron G18-G24 was offered 
at $33 per picul. Canadian and Aus- 
tralian pig lead fell in price to $100 
and $98 per picul respectively, the de- 
mand having fallen off owing to the 
difficulty of effecting transport into 
China. Avstralian white lead ingots 
with a shortage of spot cargo showed 
activity and sold at $105. British tin- 
plate 20x28” 200 lbs. packing im- 
proved to $115 per cask as compared 
with the previous price of $112. US. 
tinplate waste was offered at $99 and 
$98 per cask, later $100 was asked by 
sellers but buyers counteroffered with 
$95; tinplate waste 2nd quality 3”-6” 
in 200 lbs. packing improved to $68 
per picul, 3”-10” sold at $74. Misprint 
tinplate had forward sales at $44 per 
case, white base fel] to $54 but rose 
later to $57 and black base dropped to 
$438 rising later to $44 per picul with 
some activity being shown. Prices for 
galud. pipes kept firm on the whole: 
%” sold at 70 cents per foot, %” at 
90 cents. 1” at $1.10, 1%” at $1.60 and 
2” at $2.25. Black nipes 1%” were offer- 
ed at 70 cents per foot, %” sold at 80 
cents for 1000 ft. and 1” was offered 
at 95 cents. Asbestos sheets were in 
great demand, with falling stocks. 
Tientsin buvers were in the market 
for around 30,000 Ibs., part of which 
would he despatched to Shanrhai by 
rail, selling there at HK$2 per lb. On 
the local market prices were: No. 203 
5/32” was offered at $1.30 and $1.45 
ner Ib,. 1/16” to 3/32” fetched $1.40, 
%” sold at $1.35. 
Glass 

Large stocks of glass, expected fresh 
arrivals at lower prices, restrictions 
against importations in the Philippines 
and Siam, the absence of demands 
from Foochow and Amoy, and the diffi- 
culties of transportation into China, 
all have contributed to a very depress- 
ed state on the local market, with a 
consequent drop in prices: | Japanese 
100 ft. 16 oz. dropped to $31 and 18 
oz. to $21.50 per case, as against $28 
a month ago. European glass has been 
so reduced in price that it can com- 
pete with the Japanese make: French 
100 ft. 16 oz. was reduced to $22, 200 
ft. 18 oz. to $44, no forward business 
was transacted: so that it was impos- 
sible to obtain an idea of future ten- 
dencies. Belgian 400 ft. 44 oz. x %” 
thick stood at $440 per case, 
Vegetable Oils, Ramie, Feathers 

The demand from abroad for veget- 
able oils continues small, though ex- 
porters bought at irregular intervals 
with a view to laying up stocks for 
possible future requirements. The 
most interesting item of news wag the 
regular use of air freight for trans- 
porting supplies of oil from the pro- 
ducing districts to Canton, around 400 
casks are now being transferred daily 
in this way from Chungking to the 
southern city: Aeroplanes going to 
Chungking with official supplies and 
equipment which are being evacuated 
from Canton, return loaded with veget- 
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able oil, a plane being able to carry 20 
casks at a time. The cost of the oil in 
Chungking is only 6 silver dollars a 
picul. As a result of the arrival of 
large supplies, the price in Canton fell 
to $110 and the local market has fol- 
lowed suit: woodoil (tungoil) with 
export permit fell to $114 er picul, 
as against $149.50 at the end of July, 
and without permit was quoted at $143 
but without sales; teaseed oil at the 
opening of the market sold at $166 per 
picul for a quantity of 800 drums, but 
later fell to $164 for 420 casks, the 
price in Canton being $130; rapeseed 
oil, which has been without orders 
from abroad for some time, sold 
at $113 without export permit. 

Enquiries for 5000 tons of cassia whole 
(from Tunghing in Kwangtung) were 
received from America at the rate of 
US 12 cents per lb. eif., or HK$96 
per picul. Slales were recorded in the 
local market at $74 per picul,which 
showed no profit; however, the closing 
price was $77 and it was anticipated 
that rates would rise to $80. shortly. 
Shek-on cassia whole sold at $190 per 
picul and was later offered at $195 but 
without acceptance, at the close of 
market the price fell to $188 per picul. 
Cassia lignea, West River, Kwang- 
tung, 60 lb. packing opened at $41 per 
picul, but with Indian buyers in the 
market having been granted import 
licences sales were effected at the 
high price of $52 per picul; no en- 
quiries were received from European 
firms, consequently no sales were made 
of the 84 lb. packing, even at the 
lower price of $47/$48 per picul. 

Japanese dealers were in the mar- 
ket for Szechuan ramie and Hunan 
hemp, but stocks in hand were in- 
sufficient to fill their requirements 
transport difficulties having prevented 
the arrival of fresh supplies. West 
River ramie was sold at $160 per 
picul. 

Duck feathers from Siam were in 
emiand, best! quality fetching $256 
per picul and second quality $242. 
Bristles 

The bristles market was quiet, 
merchants not anticipating any con- 
siderable transactions before October/ 
November, by which time US factories 
may be requiring; replenishments. 
With the growing substitution of arti- 
ficial] fibres for natural bristles, it is 
estimated that there has been g fall 


of from 20/30% in factory require- 
ments. Under’ existing conditions, 
Tientsin exporters are making no 


efforts to trade. In New York, Tien- 
tsin No. 55 short bristles have fallen 
to U'S$5.50 per lb. as against the 
local price ef US$5.40 (nominal). 
Chungking No. 27, black, was offered 
locally at US$2 to WS$2.05, while the 
best offer from New York reached 
U.S$2.10. ‘Chungking assorted was 
offered at UiS$1.70 and white at US$2, 
with no sales. Chungking, assorted, in 
bundles. under 2” sold at US 55 cents 
and fell to US 48 cents on the local 
ms\rket, ‘New York offering US 56 
cents to 61 cents. 
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Soya Beans and Eggs 

About 50,000 bags of soya beans 
have been despatched to Japan in 
part fulfillment of requirements, and 
the market improved in antikipation 
of the need for further supplies. 
Stocks in hand in Hongkong amount 
to 10,000 bags. Manchurian first 
quality sold for $40 per picul, with 
the expectation of higher prices; Kam 
Yuen (Tientsin) first qvality rose 
from $46 to $47 per picul. 

Tientsin eggs have been somewhat 
out of favour since it was found that 
they often arrive in anything but a 
fresh condition, and Manila buyers 
who lost around $200,000 on previous 
deals are now showing greater interest 
in eggs from South China. For this 
reason, a shipment of 5,450 baskets of 
eggs from Tientsin, each containing 700 
eggs, is not expected to fetch more 
than $80 a basket. San mei, Kwang- 
tung, eggs rose to ,$21.50 per hundred 
for first quality, while second quality 
fetched $17, in response to demands 
from Manila, a shipment of 100 crates 
of 1000 eggs per crate having arrived. 
Tea 

The civil war in China has had a 
‘bad effect upon supplies of tea from 
Hunan, Hupeh and Fukien. It has been 
estimated that the output of tea in 
Hunan and Hupeh has reached /20,000 
‘piculs of black tea and 3,000 piculs of 
green tea, but shipments to Hongkong 
have only amounted so far to 500 and 
300 piculs respectively. From Fukien 
thew supplies of teas like Oolong, 
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Ching Wo Congou and Ponyang Congou 
are entirely absent from the local 
market, though recently a_ total of 
over 1,000 packages of Hysan |tea has 
been received, which is quoted at $220 
to $300 per picul. This has found a 
good sale, it being found profitable to 
mix with green tea for re-export 
abroad. 

As a result, merchants have turned 
to Formosa for supplies of tea, and 
recent imports into Hongkong have 
reached 20,000 piculs. Such supplies, 
however, have not proved very pro- 
fitable for re-export abroad, as prices 
in Formosa are almost as high as those 
ruling in Hongkong, so _ that local 
merchants have been reluctant to use 
this source of supply to its full extent. 
As far as Formosa is concerned, tea 
ranks second only to sugar for export; 
for lower grade tea South East. Asia 
is the best market, and tea bricks also 
made of lower grade tea go to the 
U.S.S.R. The higher grades go to 
Europe, the United States, and Egypt, 
and fresh markets are being sought. 
Hongkong, therefore, does not rank 
very high as an exporting |centre for 
Formosan tea. 

Pao-chung tea (new crop) Ist 
quality was offered /at $260 per picul, 
black tea at $240, Broken Orange 
Pekoe black tea 1st quality also fetch- 
ed $240, 2nd quality was offered at 
$210/$220 (nominal), and lower quality 
at $200, while the cheapest Orange 
Pekoe black tea good quality was 
quoted at $200 and medium quality at 
$180 per picul, 


Sugar 


Apart from shipping large quantities 
of sugar abroad, Formosa also sends 


considerable amounts to Singapore, 
Siam and Burma through Hongkong, 
but local merchants are finding this 


business increasingly unattractive on 
account of high prices in Formosa. 
Local spot sugar for export is quoted 
at present at $43 per picul, whereas 
the price in Formosa works out at $50 
cif. Hongkong. Dealers consequently 
are holding back in the hope that 
higher prices may materialise abroad. 


Meanwhile 8,000 bags of sugar 
(Formosan granulated have {been ex- 
ported to North China and negotiations 
are in hand for another 10,000 bags, 
but shortage of shipping is a handicap. 
Supplies of sugar in Hongkong amount 
tc 50,000 bags. 


Potatoes 


The new alignment taking place over 
various commodities now that trade 
with North China is proving so diffi- 
cult, is shown in recent importations of 
potatoes, those from Australia having 
almost taken the place of those from 
Tientsin, Sufficient shipments have 
been received to allow of re-exports 
to Indochina after satisfying local 
requirements. Prices have fallen to 
$40 and $50 per picul from $80 a month 
ago; red peel and small varieties are 
quoted at $23.30, large size are $26.50 
and white potatoes are $28 per picul. 


192 

Camphor 
A considerable demand exists ‘in 
Australia and South Africa for 
Fermosan camphor tablets. In Hong- 
kong the TC brand in boxes of 64 
pieces sold fer at $3.60 per lb., an 


increase over the previous. price’ of 
$3.20. Large stocks of camphor powder 
(Formosan) are held in Hongkong, 
this being disposed of to local “actories 
to make up into tablets at the price 
of $2.80 per lb. Japanese camphor 
Fan brand in tablet form is higher in 
price than the Fomosan product, sell- 
ing at $3.80 per lb., while in powder 
form the price is $2.30. 


Industrial Chemicals 


No change in the export situation as 
far as China is concerned and corse- 
quently prices remzin on the: easy side. 
For a few weeks the market should 
remain quiet as no stimulating factors 
are expected. 

Potassium chlorate. 50 kg wooden 

case Sweden origin about 62c per lb. 
As fresh shipment continues to arrive, 
the consumers wait for a lower price. 
A Russian product packed in 50 kg 
wooden barrels of faint pink color 
about 95% pure (in general, ithe 
superior quality is of minimvm purity 
99.5%) is offered at 50c per lb; buyers 
show no interest. 
..Citric acid. Since crystal form went 
to $2.50 per lb, some exporters thought 
that they had better sell their stock 
(ready for export) in Hongkong than 
export, therefore the market became 
easy. It is now about $2.10 per lb. 

Potassium bichromate. For the whole 
week market was dull. The shipment 
from U.K. due Hongkong in late 
September will be on offer for 5 cwt 
barrels about $1.02 per lb. 

Soda ash. Crescent brand 90 kg bags: 
dense sold $39 ver bag. Crescent brand 
70 kg bags light grade about $29 per 
bag but due to the stock being scarce, 
no large business was done in spite of 
merchants wishing to buy _ sever. 
hundred bags. The France origin 100 kg 
burlap bags light grade is about $32 
per bag. The USA origin 100 lb paper 
bags dense sold $19 per bag. Local 
consumers prefer the USA dense erade 
as it is pure white in color and entirely 
soluble in water without turbidity. 

Sodium bicarbonate. Crescent brand 
100 kg burlap bags at the beginning 
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of last week was again up to $42 per 
bag, as at that time the stock was 
short. At the week end ICI received a 
new shipment and the market was 
expected to be levelled off. However, 
it cannot be anticipated to be much 
lower as the JIC] selling price has been 
fixed at $38 per bag for many months. 

Zine owide. Market firm. Japan make 
60 kg wooden barrel with export per- 
mit sold 7lcts. per lb, same in iron 
drums_ short in stock. 50 kg wooden 
cases Japan make without export per- 
mit around 65cts. The Belgium origin 
50 kg paper bags sold 64cts. per lb. 

Ammonium chloride. As the stock 
of 1 cwt bags Australia origin is now 
exhausted, buyers turn to 1.5 cwt 
bags of English crigin. Big business 
for the 1.5 cwt bags was recorded 
from $575 to $590 per long ton. As 
the sowing season for winter crop is 
approaching, the consuming time for 
fertilizer opens. Unless the fertilizer 
price comes down, the price of am- 
monium chloride will rise, as up to 
now it is much cheaper than am- 
monium. sulphate. Furthermore, the 
stock of Poland origin 250 kg wooden 
barrels is short, all buying interest will 
be towards 1.5 cwt bags. The present 
selling price is still below the sellers’ 
indent price. 

Glacial acetic acid. Big business has 
been done in the 45 lb carboy Dutch 


origin at 84cts. to 85cts. per lb. It 
shows a further decline compared 
with two weeks ago. Demand is 


rather heavy, shipments. are on way 
to Hongkong. 
Glycerine. Only small business was 


Gone at $1.98 per lb for the Dutch 
origin 250 KG drums. 

Sodium silicate. TC] Pyramid brana 
750 lb drums sold $145 per drum. 

Red lead. 560 lb wooden barrels 
Australia origin sold $120 per picul. 
There is a new shipment of English 
origin 550 lb barrels at the same price. 

Caustic soda solid. 700 lb drums from 
USA around $156 per drum. 

Bleaching powder 35%. Red heart 
brand 50 kg drums sold $28.50 per 
drum. Crossed straps on lids 1 cwt 
new drums sold $25. 

Bleaching powder 70%. Japan origin 
50 kg drums about 60% chlorine sold 
75cts. per lb. 

_ Ferrie chloride. It is extensively used 

in photoengraving. 1 cwt black drums 

from U.K. was sold 4814cts. per lb, 

but the same quality and packing but 

ig drums painted red was sold 52cts. 
oy 


Borax. 100 Ib paper bags granular 
form USA origin sold at $22 per bag. 
The 112 lb burlap bags crystal form 
sold $38 per bag. Thera was a distress 
lot of 112 lb granular form USA origin 
sold at $16 per bag, as this lot was 
somewhat stained by water. 


Ammonium bicarbonate. ICI 50 kg 
drums sold $40 per drum, 100 kg 
drums sold $79. 

Calcium carbonate. Japan origin 60: 
kg burlap bags heavy grade sold 
from $250 to $260 per metric ton. 
The 50 lb paper bags USA origin is 
about $400 per short ton. 

Phenol. 448 lb drums Australia ori- 
gin from 98cts, to 96cts. per lb. About 
one hundred drums were sold last 
week. If the market is not supported 
by exporters but mostly by speculators 
its long term outlook is unfavourable. 

Rosin. Kwangtung produced  dis- 
tilled grade 1st quality sold $31.50 
per picul. 

Red amorphous phosphorous. France 
origin Lion and Fork brand 110 lb 
cases sold $285 per case. The 100 lb 
metal drums USA _ origin is about 
$220 per drum. Japan origin 10x5 
kg tins to one case about $205 per 
case. 

DPG. English Monsanto 150 Ib meta: 
drums sold $2.03 per lb. 

Vaseline. Snow white 375 lb drums 
sold 41cts. per lb. 

Sulphur. Lump form is about $25. 
per picul. 

Nitric acid. 80 kg _carboy Dutc 
origin sold 60cts. per ib. 

Sulphur black. 693 brand 100 catty 
drums sold up to $265 per picul. 

Menthol. Crystal “White Bear’ brand 
is about $74.50 per Ib. 

Chromic acid. 100 Ib drums _ flake 
form went up to $2.55 per lb. Indent 
price is less than $2. 

Paraffin wax. AMP 160/165 _ nine 
slabs to one carton is about $95 per 
picul. 

Bronze powder. Japan make 20 x 5 
2 packet per case was sold $2.80 per 
b. 


Acetic Anhydride. 480 lb drvms USA 
origin was sold $1.30 per lb. Several 
ae cannot be sold even at $1.15 per 


Red iron oxide. 50 lb paper bags USA 
origin sold 92cts. per lb only. 


